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TENNESSLEE SECURITIES DIVISION )

' ] File No. 03-004
Petitioner, )
)
Vs. ]
)
GOLDMAN, SACHS & CO. )
)
Respondent. y
CONSENT ORDER

The Tenngssee Sacurilics Division (the “[ivision'™) and Goldmarn, Sachs & Co
(*“Goldman Sachs™) agree, subject o the approvul of the Commissioner of COMmmerce and
Tnsurance (hereinaler referred to us the “Commissioner”) Lo the entey of this Consent Order in
accordance with Tennessee Code Annotared Section 43-2-1 16 of the Tennessee Securilics Act ol
1980, as amended, Tennessce Code Annotated 48-2-101, 2l 5ed. (lhe “Act”). which states lhat the
Commissioner From tme o time may make such orders as are necessary o cur:'};r'_ out the

provisions of the Act.

i "l.|| | i\:.!: E..

GENERAL PROVISTONS £ T
WHEREAS, Goldman, Sachs & Co, 15 a broker-dealer re pistered in the Sl?ﬂ;.ﬁ rf
Tennesses; and
WHERLAS, coordinated invest gations into Goldman Sachs™s activitics in connecton
with its potential conflicts of interest by research analysls, the issnance of ressarch that might
have lacked ohjectivity, and patentially impropsr snaring of research information with pablic

companies and the investment banking division ol the firm disine the period of approximarsty



14994 through 2001 (“Relevant Period™) have been conducted by a muli-stae ask force and &
joint task foree of the U.S. Sceuritics and Exchange Commission, the Now York Stock
E:xchanee, and the Nationz] Association of Securities Dealers (collectively, the “rzgulators™);
and

WIIEREAS, Goidman Sachs has cooperated with regulators conducling the
investigations by responding o inquiries, providing documentary evidence and other materials.
and providing regulators with access Lo facts relatiag to the investigations; and

WHEREAS. (roldman Sachs has advised regulators of (13 agreement to resolve the
investigations relabing o ils research practices, and

WHEREAS, Goldman Sachs agress to implemenl certain changes with respect to its
research practices, and (o make certain payments: and

WHER_EAS, Croldman Sachs elects permanently to waive any nght te a hearnng and
appeal under the Tennesses Securities Act of 1980, as amended with respect to this
Administrative Consent Order (the “Order™);

NOW THEREFORE. lhe Comunussioner of Commerce and [msurance, as administralor ol
the Tennessee Securitias Act of 1980, as amended, hereby coters this Order

11
JURISDICTION/CONSENT

Goldman Sachs admils the junisdiction of the Commissioner of Commerce and Insurance,

neither admits nor denies the findings of fact and conclusions of law contained in this Order. and

consenty W the coiry ol this Orvder by the Commuissioner.

M.
FINDINGS OF FACT

L. The Tennesses Securities Act of 1980, as amended, placss the responsibility [or the
administraricn of the Act on the Commissioner of Commerce and Insurance. The

Division is the lawtal apent through which the Commissionsr discharges this



responsinility, T.C.A, § 43-2-1130a).

Goldmun, Sachs & Co. (CRIDE36A 1) is a broker-dealer registered with the Division
plirsizant to the Act

As set forth in greater detail herain, in general, during the Relevant Peried, certain of the
procadures snd processes in place to insulate Goldman Sachs’s equity research analyzts
(hereafizr “analvsts™ or “research analysts”) from pressures and influences from covered
companiss or investment banking were not sufficient. Also, in general, during the
Relevant Period, in some raspects Goldman Sachs failed to erervise reasonabla
supervision so as wo ensure that, in the context of the procediires and processes in place,
its research analvats were sufficiently insulated from pressures and inlluences from
coversd companies ur investment banking.

Goldman Sachs 5 a leading global investment banking and securities [irm that, among
other things, offers underwriting services 10 companics seeking to sell their sscurilies Lo
the public. In addition to is prominent investment banking operulivns, Goldman Sachs
also offers extensive services to its insttutional investor clients and its private weallh
management clients {principally high net worth individuals), has an aclive seeurities sales
and trading business, and maintains a separate division to perform research on squity
scClrities.

For the companics for which Goldman Sachs provides equity research coverage,
CGoldman Sachs analysts issue periodic reports end make investment reconunendations.
During the Relevant Period, Geldman Sachs’s equity research ratings included four
investmeant ratings:

Recommended List - expectad ro provide price muing ol at least 10 percentage ponts
orcater than the market over the next 8-18 months;

Market Outperformer - expected to provide price gaing ol at least 3-10 percentage
puints weater than the market over the next 6-13 months;

Market Performer - expected lo provide price gains similar to the market over the next

-



fi- 18 months; end

Market Underperformer - sxpected to provide prive gains of at least 3 paresniugs

puints lass than the markel over the text 6-18 months,

In adéition, Goldman Sachs had one shorter-term raling:

Lia

Trading Buy - cxpected to provide price gains of at least 20 perecnrage points sometme
in the next 6-9 months.

In addition Lo ratings, the research reports generally contained Goldman Sachs's analysis
of the covered company's financial prospects.

INVESTMENT BANKING DIVISION'S RELATIONSHIP TO AND INFLUENCE
ON RESEARCH DIVISION.

Partrayal of Research
Galdman Sachs aeld itself out as gencrating and providing research reports thal were the
producs of objective wesearch and the opinivns of the firm’s research division. During the
Relevant Pedod, Goldman Sachs disclosed various conflicts of mteresi-related
disclairners in ils rescarch reports, including investment banking relationships with
covercd companies.
The research teports and ratings of companiss covered by Guldman Sachs analysts us
well s3 CGoldman Sachs’s lis: of reeommended stocks were made available to Goldiman
Sachs's institutional investor clients and its private wealth management clients.
principally high net worth individuals. On eccasion, the substance af Geldman Sachs’s
research reports, in whale or in part also was reporied in the U.S. financial news medis.
Goldman Sachs’s equity research included formal, so-called “hlue-stripe” reporly, notes,
imd comments.
Coldman Sachs’s research or the content of 118 research was disseminared by various
means, mcluding: by mail, via facsimile, distibulicns at client meetings, via ¢-mail, via

Goldman Sachs’s ressarch Websits for clients, telephone conversations by analysts and
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salespersons, and as part of anelysrs’ appearances oo lelevision, 2T seminars, and ut
incustry conflerences.

The 2002 mission statement by Goldmun Sachs's U.S, rescarch department was: "Regaim
pur pre-eminant starus through independent, high-quality, differentiatec product and

service.”
Research analyst assistance to invesiment banking

During the Relevant Period, reszarch coverage by analysts (including ar Goldman Sachs)
was a faclor many issuers mok mto account in awarding investment banking business.
The reputation of Goldman Suchs’s analysts was somelimes a factor im winning
investment banking business from certain issuers. Goldman Sachs's use of 153 research
analysts for investment bunking business went deyond simply relying on the reputation of
its anulysts; Geldman Sachs’s research analysts assisted in evaluating wund marxeting
cectain investment banking business.

Frank Governali, co-head of Geldman Sachs’s rasearch for the elecommunications
sectar, joined Goldman Szchs in mid-1999. In January 2000, he e-mailed 2 former
colleauue at another mvastment bank: “I°s been a good first 6 months, and 113 [3ic] been
verv busy. Thers hus not been a day when we're nul involved with some dzal, 50 I'm
leurming a lot mare about that side of the business than T experienced al [lhe other

investment bank].”

“Research alignment” process
[n commection with making coverage dacisions mn the conlext of limited resources,
Goldman Sachs implementad a Research Alignment process whereby the Investment
Banking [ivision, the Equities Division. and the Research Division “wurk

collaboratively o insute a stratszic alignment of [Goldman Sache’s] business - that the

R ]|
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biggest opportunitivs for investment banking and equilics were heing covered, that
[Coldmun Sachs| had the right Research resources in the right places, and mar [Goldman
Suchs’s] Ressarch repution for independent and thoughtful snalysis was sustained if nul
cbancad.” In the comtext of Investment Banking. Research Alignment “insurfes] thar
companies of stratcgic and/or commerial 1mportance 1o both TED and Rescarch are
covered by an analyst and a banking team. . . - [[]clzal candidates [or coverage are those
that arz franchise defining, andior those that offer a meaninghul apportunily for
significant revenue in the relatively near termn.”

Sector captaias were appointed within invesrment banking (o “coarcinate all banke
requests Lor Research coverage: work with [BD teams and ECM [Equity Capital Markets]
to estahlish priorily rankings witain the sveier and reach consensus with Research
counlerpars.”

A January 2001 research retraat rerminded analysts that investment banking seclor
captains were to “[wlork dirsetly with Rasedrch counterparts to agres on nanes and
liming” of companies o be covered and Lo “|d]etermine IBD prionty ranking of eackh
company needing Research, including rationale and tming.”

Hepresentalives of investrent banking and research met periadically 1o review
companies that were candidates for research coverage. In May 2000, the heads of
cesearch reported: "Of the 63 compunics highli chted which offered equity opportunities
over the fext 12 months or which were SuperLeagne targets, 40 are now considersd no
longer active, 9 have been picked up by Research, and 14 still need coverage, based on
recent banker input. .. .7

The Rescarch Alipnment process was designed to snsure that the wvarious interested areas
of the [irm (including Tnvestment Banking and Equitics) had affective input into whicn
iseners to cover and when o initiate coverage. Goldman Sachs states that the research

alignment did not dictate the substance of ressarch.

o
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Goldman Sachs's compensation structure and em lovee performance review sysiem
£ g : 5

Az with all professional empluyecs of the frm, unelyst compensation congisted of a
salary and a discrotionary bonus. Analyst compensation al Coldman Sachs was based on
many [actors, Including, ameng -:Jtl::-:rfﬂungs, the level of compensarion that enalysts
could commend in the market [or their particular industry or sector specialty - which
mught he impacted by the level of imvestment banking activity in that sector - whether an
analyst was ranked in broker polls, Gresnwich Swrvey, Insttidionad Investor, and
aerformance reviews - which, as discussed below, aften made reference W contributions
10 investment banking. Analysts received no formulaic or other compensation with
respect to specific invesiment banking projects. Comments in some employes
svaluations indicared that some analysts were invalved in many aspects of imvestment
banking-rzlared activities and reflected certain emplovees” heliefs that partivipaling or
assisting in investment banking activilics was a factor in measuring the analyst's
pertormance.

Goldiman Sechs ntroduced a new progiam in June 2000 Lo stengthen “firmwide
marketing . . . including how we leverage our brand, acvertise, and in parlicular, cross-
sell .. 7 Strengthening cross-selling efforts was defined 2s a “rop strategic pricrily foz
20007 A 530,000 award was craated 1o recognize individuals across all divisions of the
firm who “cross-sell or help deliver a significant mandale W another business 1nit or
division.”

Caldman Sachs explored and took steps toward the development of a porential “Analyst
Scorecard” in 2001, w measure the sucsess vl analysts” work, including “client contacs
and Tevenue generation,” and “the analyst’s involvement with IBD ransactoms. and
associated fees [io be earned by Goldman Sachs].” In connectien with this process,
Goldmun Sachs crearcl spraadsheets, for cach analyst, listing the number of invesrment
transactions m which the analyst was involved and the iotal value of investment dunxing

faes involved in those transactions, Goldman Sachs determined nol Lo tmplement the

=



Anzlyst Scarecard. Had Goeldman Sachs decided to implement the Analyst Scorscard,
the invesiment benking ceals with the largest estimuled [venues o Goldmun Sachs
would have reeultad in kigher svores on the Analyst Scarecard,
In February 2002, Goldman Sachs mtroduced its Besearch Pentathlon. There wers [ive
areas being measured: polls, steck picking, commercial. revicws, and culturs, As part of
the commercial meamrement; “analysis [were] messured accerding to their banking and
trading activity.” Tach unalyst was required to identify those “anncunced or closed
banking transactivns in your sector that took place” during the prior period. For sxample,
in u Febrnary 15, 2002 e-meil. an analyst wus told o incicale whether he had “Iniroduced
Senior Management 1o (G5 Banking,” “Attendec Fitch,” or “[.ed Sales Call,” and to “rate
the scale of your averall involvement” ranging from minimal L critical.
AL Goldman Sachs smployzes, including analysts, were evaluated as part of the firmwide
“360 demree” review process. Doring the Relevan: Period, analvsts, like all other
employees a: the /oo, were evaluated nor only Dy supervisors, peers, and subordinates in
the tescarch division, but also by employees in other divisions and departments of the
firm with whom Lhe analyst had worked, including (o varying extents investment banking
and equity 2ales and trading. The evalustions that employess submitted during the 36U
degrae review process generally weTe anonymaous. In 10st cases, even the analyst's
supervizor wha orally delivercd the year end eview [0 the analyst dic not know the
identities of the employess who made comments zbout the analyst. The speciilc
cominents in the 360 deerce reviews wers not shown 10 analysts but cernain comments
may have besn discussed or described in some cases. Rather, after reading all of the 360
degree rovicws, reviewing other indicators ol performance and taking into account hig or
her cwn assessment of e analyst s performance, the snalysts appervisor would provide
an overall asscssment of the analyst’s performance.

Comments abouf analysts in the 360 degree review

Some employse cvaluations referred Lo investment banking revenues on ransuctions in



which the anzlyst had 2 role and Lo the fact thal analysts might be involved in many

aspecls of investment banking.

b
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For example, one employes commented that an analyst was: “Very hard working,
focused wnd cazer to de a good job and wiil busimess.” Ie sad the analyst wis
“Becoming much more proactive ahout snurng info with banking. A gooc 1eam
player and very conperative, Well focused on banking issuss and G5 [Goldman
Szche] business overall” Another evaluation of the same analyst commented
thar: “Ile is a urcat help to the Banking franchise, Always willing to impart his
expertise and seems happy 10 take the Ume to exD lain complex sirategic and
positioning fssues”™ A differsnl cvahaton of this analyst stated: “[Analyst] takes
a high level ol pride in his analysis and work, and has put oul & number of
carefully researched snd well-writien pieces which are definitelv valus-added o
clients.”

An evaluation of another analvst stated: “She did a super job with the TB chent as
well as investors an the Coinstar CSQ. . .. She hetame more comtorable over
fime thet [B fee-paving potential should be a comsiceration in her List [of
companies to cover], Though |analyst] worked closely with 1B puttmg her inital
list tozether, [analvst] is [airly (sometimes ficrcely) independent. [ strom gly
suguest that she use the resources that IB offers a3 she works evaluating
compunivs (¢.2, when changing her [finaneial] madel, olease inform/consult the
B team).”

A comment about ane gnalyst stated: “Hard o say bow much of poor Imvestment

decisions have been because banking drove the vutcome.”™ Another comument
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abont the same analyst said: “TAnulyst] has a very luzh integrity in her work.”

d. A evaluation of Trank Govemali staled: “Frank is swarmped and needs help. The
demands placed upon him by his bunking duties lareatens the very franchise thar
bas allowed R to become such a powerful banking asset. Frank is a very good
analysl wha is theugheful, uscr friendly, creative and totully inaccessible,”
Another evaluation of Governali slaled “his overall integrity 18 a strong featare.”

g A avalustion of anotner analvst stated: “There ars still times when [analyst] does
nol think commercially abonr a client. There have besn limas when lanalyst] 18
animg to see an important CEQ Larget ané no one from sanking is cven aware that
e has the meeting” Another comment about the same analyst saic: “His unalysis
is considered very ohiective and i3 widely used by chents.”

Performance evaluanons influenced compensition.

Training for new analysts tanght that their performance cyaluation critera included

“Revenue prodicton . . . [and] 3007 feedback from TBD bunkers.”

Analyst business plans

During the Relevant Period, unalysts were requirzd to develop business plans that

Jizcussed a broad range of areas such as whar the analyst’z plans were fur Global

Research with respect to both products and services. what major investment themes the

analyst would develop relating 1o his or her coverage universe. and whal investor

confersnees the analyvst had planned. One of the many such calepories covered by the
business plans wus how the analyst planned 0 assist the investment bauking efforts of the
firm. As noted below, the business plans included questions that implied that the
research analysts” contmbution 1o the firm’s lnvestment bank:ng business plan was part of

their job. Business plan forms asked analysts Lo explain. among other things:

a. *How mauch of your time will be devoted ta TBDTY
b, “Are vou using/managing IBD clfectively? Bow can you work more cffecnively
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with 12D o explait the opporturites zvailable to the [irm? What specliec
opportunities do you sea? Do vou have alignment - de you have counterpars i
IBD vou work with © appreach.busingss in an integrated fushion? How cen IBD
kelo you in conferences, clicnt mestings, etc?”

“TWhal stacks do vou plan to add & current teamn size? .. Have you discussed this
coverags with relevant 1BD, Equities and other users?

“Wilh wlich corparates do you have a betier rel aticnship with senior management

than TBD does? How will vou use that to enhance G5 kusiness Cpporninities?

Analyst responses incluced:

[

L)
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L respomse to the yuestion: “What are the three most important goals for you in
20007 one analyst replied: 1. Giet more investrmenst bunking revanae. 2. Gl
more investment buarking revenue. 3 (zet more investment banking revenue.”
Another analyst commented: My Two most IMpOTIAnT company specific research
reports in 2000 will lixely be the imbation of coverage reports of the two Latm
Americin a-Finance companies that we may PO this yeur.” [An (PO s an initial
public offering.!

An snalyst exprassed the view that “flexible/opportunistic rescarch can be o brg
business driver [or 8. Tn discussing “Lessons Learned.” the analyst also stated
that: “Reputatiomal issuss surrounding this business demani thar we properly
mzrage it” including “Independence of Research.”

In tesponse to the question of which firms present the toughest compention o an
analyst and whal the compstition does bettar, ong analyst remarked about the firm
Sanford Dernstein: “Bemstein alse sives us a mn hecause they have equivalent
manpower o what we have. but they cover only aboul half as many stocks and
dom['t have any banking business. We just have an incredibly diZlficult tme
beating the thought leadership these guvs are able to put back vn the table as a

resulr of that focus.”
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Analvsis’ assistunce to investment panking
An Avzust 2001 presentution to managers of the rescarch division un Eescarch
Aljspmert states: “The individual company coverags provided by Glabal Investment
Research helps drive the majority of the firm's largest businesszs, from winning
finanoing cdeals and adviscry business (o vbtaining orders in the sscondury market.” The
prosentation also states: "he Reseurch Alignment process was developed with the goal of
quantifying, at the individual company, industy and sector levels, the available revenue
opportizities 10 Goldman Sachs on both the Equitics (trading) and IBD {equity issuancy,
high yield issuance and MdéA] sides of the business.” On the investment bunking side,
(his assistance included, among other things, idenilying poteniizl investment banking
opportunilics, assisting in pitching investment bankmg business, and assisting m sclling
securities heing underwritten hy Goldman Sachs.
Analysts assisied investment banking at the firn by using their knowledge of partcular
industry sectors and companies within thoss sectors o identiTv poienlial investment
hanking opportunitias.
An analyst wrote Lo an investment banker, w anting Lo “harmonize with you strategicully”
to DUrsue 4n investment banking apporunily with one of the companies in the lechnelogy
cector that the Reseurch Division wanted ro cover. The analyst suggesled cfferng
research coverage of the issuer to he in a pesition Lo obtain investment banking business.
A widely distributed 2001 e-mail discussed “an Internal Use Only report for Investment
Danking in the Americas highlightng Reseurch vigws on putuatial myestment banking
activity in each sector.” The “reporl will provide our bankers with a record of our ideas,
and credil when v prescience leads o o transaction.”
In Octooer 1999, an unalyat sent an & mail thanking equity salespeople and private wealth
management representatives at Goldman Sachs for urranging investors [or a non-deal

rondshow for company management o prasent a poteritial share repurchase 1o petential

= investors. The dav after the roadshow was completed, the company awarded Goldman
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Sache a mandate to repurchase 3% of the company 2 oulstanding stock. The analyst told
he salespecple and private wealth management represcorarives: “your eflorts have
already bormne positive fruit” because.“Goldman Sachs received the mundare for {this
share repurchase] as a dirset reware for the wark you all did.”
Assistonce in making pitches
[man Aprl 20, 2000 e-mail, an investmant hanker weld tweo analvsts ot the fiem that in
preparation for an investment banking pitch to 2 potential issuer [Loudeloud], that the
company suggested that the analysts “come prepared to SELL The banker proposed
that part of the pitch include a drafr research report on the potomtial issuer so thal
Goldman Sachs vould say “we are so cxcited aboul 1he stary that we have already hegun
writine tae rzpors.” The anzlyst predicted to s investment bunkers: “WE WILL WIN
THIS MANDATE!!”
Trank Gevernali was crecited by a Goldman Sachs hanker as the determining factor in
winnmg an sarly 2000 1PC) for a foreign 1ssuer: “Frank was fully involved ia pitching this
and thanks to him, we received a sole-book mancdate with Joint lead of [another
nvestraent bunk] 7 Muareover, the banker told other analysts “your input will be critical
to the succass of this IPO.T
Assistance in explaining and marketing IPOs to institutional investor clients
Analvsts often assistad in marketing the securities o be soid in an PO, Cne 1ssusr's
T sue Bankar Selection Criteria”™ stated: “Newd o understand commitment of seniur
analvsts that they will ke the ‘lead’ research analyst on the deal and in the afrermarket.”
This “commitment” was understond 1o include the following with respect o analvsls:
i “Spending rime personally with the CFO 1o refine the financial model and detine
appropriate TPO and ongoing business melncs.”
b. Assisting with Lhe roadshew presenlation.

c. “They personally will pro-actvely marks: [Lthe 1zsuer] to the institulional



comuminity and be available on a regular basis 10 raspond to institutional mvestor
Uestions.”
30, A March 2001 pitchbook stated: “Leverags the role of research in marketing the
[issuer’s] story.”

An analvst commented abeut an issusr: “Lhave heen cut aozressively lelling the story,

LI}
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ane the volume has picked up noticuably.” The lssaer’s S10CK hied moved from 330 on
August 2, 2000 1o over 560 on Angust 25, 2000, the day ol this e-mail.

32, Respouding ro complaints by a potential issuer aboul a downgrade ol the sector, an
analyst teld the potential issuer: “Both ranalvst] and I conlinue to view the [poteatial
izsuer] offering in these ditficult markets |as] our highest priority, sl remain commuitled
lo doing everylhing we can to get ustod successtul cutcome over the coming davs and
beyend. .. We continue to 1se every epoortunity ncluding chent discuszsions of the
macro environment to highlight [potential issuer’s| shart and long-i=m differentialion
against a lot of the public modsls.” The analyst closed by saymg: “Again, | want [0 slress
that both [analvst] and [ remain commitied to e short and long-remm sucesss of

[potential issuer].”

The time and effort expended by analysts to assist investuent banking efforts varied

33 In self-reported tme sstimates for 2000, one analyst estimarad he spent 40% of his time
on mvestment banking-ralared activities while anothar analvsl catimated his investnent

bunking-related activities consumed 35% of his tine.

LI}
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Business plans prepared by analysts included an estimate of how much of the anal yst’s
Hme nat devared 1o Research would be devered 1o sach ol Lo divisions of the firm,

inciuding Investment Banking and Equities. In 1599, different analysts estmated they
would spend between 5% and 73%: of thetir non-Research dme on Investment Bunking,

which includeé all merper and acquisition and financing activities (dividing 100% of



their non-Ressarch lme ameng the Lour divisions lisied in the question).

Research alignment effectiveness
Goldman Sachs’s “Crlobal Investment Rescarch [BD Alignment Process” was
summanized as follows in 2000: “US Investmenl Rasearch appears 1o be on the right track
with our [RD alignment initiative.”
A “rRlesewrch analysis, on 429 different occasions, solicited 328 transactions in the

[irst 5 ¥ months of this fiscal year.”

2 “Research was imvelved in 82% of a1l "won ausiness’ sclicilations.”
& “Research was involved in 9% ot lost business” solicitations.”
d, “Omly 4.2% of all [BD "lost busingss’ was artributed to leck of research

coverage.”

E. “[R [Invesunent Fessarch] was iavolved n 31 merzers amounling o $36 billion.”

f. STR was involved in 209 financing transaclions not [epuited n MurketView
amounling to 533 killion.”

o “Tn addition to financings, US IR was nvelved in a significant number of werger

advisories, solicitations, ane other transactiens which have gither not vet closed or

were not captured [in thel database.”

Influences aof invesmient banking personnel on resedrch and the fiming of research coverage

=
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[ at least some instances, analysts sent drafis of rusearch rspori2 10 investment banking
before publicizing thert. An advancs copy ol changss Lo 2 resaarch report was sent
two emplayzes in the nvestment hanking division for their corments “ro specd up the
appraval process.”

(ime analvst stated in 2 Dusiness plan: “Since our bunking ties wre 2o close 1o 2ach one of
the companies mentioned ahove wong with the [act that these companies are duect
competitors with sach ather, it 13 incredibly ditficulr to vaics strong opinions in these

sectors,”

3. Lo early 2000, Goldman Sachs mvestment bunking client “Ask lesves” exprussed concem



thar Goldmam Sache had vet 1o initiale researci COVETAZE O the ssuer. The issuer e-
muiled Goldman Sachs’s investment harker saying its stock was “dropping lise a rock,”
srud stating: “Our hopes were that a buy coverage from our lead bankes might help
stahilizs the stock.” Geldman Sachs’s investment bankers complained to analvsts who
stated thut “[w]ith rassarch commilment commitles appraval and an improvement in the
merket, research coverage is irmminent.”

Discussion of research cupabilities in Goldman Sachs pitchbooks

Some Galdman Sachs investment banking pitches inciuded & discussion of the henefits
the issuers would receive from Goldman Sachs research. Insome cases, this included
eefersnce to CGaldman Sachs research rarings for vther companiss covered by Goldman
Sachs analysts,

Fxamples of pitches featuring the rofes af analysis
An October 2000 pitchbook for GeneProl cxplamed the “[rlole of investment research
analyst,” as “creating the story . . . marketing the story . .. [amd] following the story.” A
pircnbock for MES Investment Management included & list of the vanous ratngs
orovided by the analyst on the companies he covered, stated a “[gllobal sales effort led by
analvsts,” and containe a dingram of the role of analysls 2o an inizial public offenng,
A July 2000 pitchheok to Crown Castle said “Goldman 5achs has been a constant bull on
the tawer seclor” and stated the fact that “Goldman Sachs has placed Crown Castle on
our Recommended List, our Firm's highest investment rating.”
Anather pitchbook said: *[Geldman Sachs analyst) qas suld mere stock than any rescarch
analvst in the sector” The pilchbook pravided a list of ofher companies cuvered Dy the
analvst - none had a *Murket Underperformer” rating, eight had Marker Performer
ratings, four were listed as Market Culperformers, and live wets on the firm's
Recommended List,

Goldman Sachs’s investment bankers kad input into research coverage decisions



465

3.

44,

Tnvestment banking and equitics personnel had input intg decisions regarding the
imitiation and termination of rasearch cuverage 0T CETLULN ISSIIETS.

O July L2, 2000, Geldman Sachs 13;.5 ared a Market Ontperformer rating for RST.
Communications. By Ocrober 11, 2000, the stock had éropped below $1.50 so the
analysl sent an e-mail 1o Frank Governali usking when Goldman Sacks could drop
coverage of RSLC. Govermal responded: “Crood quelzftion. TT Call the bankers soom
and ask e view.”

A investnent bunker informed &n snalyst in 2000 that the head of research had app raved
“dropping coverage of Olympic Steel (ZEUS) ane Bimmingham Steel (BIR).”

Tn Septerher 1999, @0 investment banker sent an e-mail (o an analyst staling: “Our list
for vou to publizh on frem the [BD frant is (in order): .. ..7 Five issuers wers then Listed
(four of which were investment banking prospects),

A 360 degree raview of one analyst stared: “Initiated coverage ol . . [two examples
sited | promptly after being co-manager on the inital pudlic otienng. HOT picking up
coverage ol [another company] as the company siiff-zrmed IBD when selecting
underwriters.”

In another 260 decree review ol an analyst, an invesiment banker slated: “wa have
prohadbly pushed her into research on cowipamias where maybe she shouldn’t have hesn or
we did not have the client finmly commitfed] snough om business belows she covered
them.”

In 2001 2 investment banker atempted “to squeeze [an analyst] about acezleranng the

jime frame for picking up [coverage on Time Wamer Telecom]

Analyst discussions about research

Tn March 2007 an analyst lold her supervisor [Gavemali]: “I don’l lecl comforable

aning on the call and pounding the table when [ jast can’l come np with 2 way to justity

b
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tae [act that [MFNX is] trading at 13 times 2001 r=venue and [ can’t thunk of any
catalysts excepl thal 1173 funcamentally vne of the best pusitioned companies oul Lhere
and it's realfivmed (55 earmings] guidance.” Governali rezponded 1o the analysi: I von
can'Lrecommend it mow, when it is trading at nearly all tme lows!, (Jhen it should be
pulled from the recommended list.” The supervisor then listed multiple things tha analyst
could use to sav wood things ahout the issuer, concluding “wlile this atock may nol soas
i1 the next conple of months, il will prehably bounce back a Tittle, and over the next 12
months, sienificantly outpertorm. Tl call you ind bit.” In the cod, MENE remained on
Golémun Sachs's Recommended List unul July - v:rhu:n the stock had dropoed o 51.60 a
share.

On July 21, 2000, Goldman Sachs was preparing Lo begin research coverayge oo Storaga
Networks, The analyst preparing the report said: “The [DHscounted Cash Flow] tab of
[the [inancial model] shows these revenues applied, and 1 cannot by any sireich of a
variahle come up with 4 stock price mueh if at all above the cument leveis.” He asked his
supervisor “What do we want W do? assign a snete scarcity premivm? L. . Ordo we just
pick 11 up without a price target and an Mlarket] Ofutperfommer] " Four cays later,
Geldman Sachs mitiared coverage with a Market Outperformer raing.

In Augnst 2000, James Golob, the co-head ol global telecommunicaiions servicas, wrots
Frank Governali, the other co-head, abont the “anomalous situation where our sector has
heen tanking for 3-4 months and we glebally still have 4 majorily of stocks as
Riccommened] L[ists as that is all the szlesmen and clients care aoout”, Golob
suggested thal Guvernali at least consider the approach he had taken: “1n Europe, we
have found that honeur is preserved i we lave a stock as an M[arket] Ofutperformer]
and the comparies can’t complain because [it’s] betier than an Mzrket] Plerformer].”
Crovernali agreed. saying he planned “to re-rate most of the CLECs, which is where the

problem is mest egregious. The ratings were 4 residusl from |a departed analyst], and 1

" never changed then, not wanting to distupt things too much. Dug its ndivulons. ve

—
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already mul with the bankers, and plan 10 moeve oSt of the companies down o M[arkel]
O[utperormer], from R[ecommended] Llist] before [anothe analyst] takss over
completelvin Seplember. ... Tdon'tthink T would end up leaving only 7.5% as

R [ecommended] L|ist]. bat the present 689 13 ridiculons.”

An analyst asked Governali in Aol 2001 whether she should adjust the “rating and price
carpet” for 360 MNelworks sincs "1t is clear that TSIX is worth 0.7 Governall suggested
that racher than change the rating, they might “eliminare the price lareer.”” He expressed
concern that: “Changing the ratings now is probably not a vood idea, because [rom an
crsiders perspective, who doesn't know anyihing. it may loek like 1 belatec ratings
chanes .7 Governali was concammed that CNRC might “[make] fun of [the wnalyst] on
the air.”

[n Ausust 2000, the issuer Mpower was included i Goldman Sachs's Fecommended
List. At thel Ume, Mpower’s stock price was dropping ramidly, The analysts descrided
the sleek drop as “a death spizal” One analyst questioned whether the drop was due to
investor concern over management at the company. The analvst covenng Mpower,
responded that the price drop was “just {he stench of reality watting through the aiz”™ The
other anaivst “el some vindication over the price drop, commenling that Cicldman
Sachs's myestment bankers had malizned him *“for lowering the [pnce] target from stupid
keighis o the merely absurd.”

In May 2001, WorldCoem had Goléman Sachs’s highest Tating, Crovernall wold has
counterpart in Europe that he “weuld have loved to have cut ratings long age.
Unfartunately, we can't cut [AT&T], because we're essentially restricted there. And
without cutiing | A T&T], thers is ne consistency in cutting WICOM.”

Also in May 2001, Governali told his counterpart in Earope: “2001 gstimarss among sell
side analysts, and company guidance, are still rofo] high for most companies, and long
term growll rate assumptions are oo high.” Tle said: “As analyst and company

expectations fall, we can get more positive agan.”
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Tn May 2001, Governali apprised an investment hanker that an analyst at snother firm
e just downgraded LVLT [Level 2 Communications]. Governall suid Le “share[s]
many of the sarme concerns thal Cus-analysi has™ At this time, and For another six weeks
afrerwards, Goldman Sachs maintained LVLT af its hi shesl rating - Recommended List.
In a March 26, 2000 e -mail with the heading “GRLY [Global Crossing] - 1 think they ars

bullshitring us,” an analyst stated that the sompany's revenue guidance “does not mtke

ary semse. . .. | think the answer is they wanted o obscurs something sucking cash flow
cut of the company. . . . They are hiding behind the complexity of their accounting.” The

issuer remained on Goldman Sachs’s Recommended List.
One analyst's self evaluation in a the 200 degree review stated: “Has subordinated
parsonal preferencas on recommendations feiting rwo examples] for ‘commercial’
reasons.”

Research rafings
The percentage of issuers being assigned one of the top two Lvestment rakings
(Recommended List or Market Quiperformer) runged from T2% in the first quarter ol
1999 ta 50% in the last quarter of 2001. The percentage uf companies assignec a Market

| Inderperformer rating never muse above 1.1% duning this time.

Ii some instances Goldman Sachs terminated reseurch coverage on isyuers without first

having reduced ils research ratings
The number of companies for which Geldman Sachs ceased providing research coverags
increased from cne in carly 1999 to 280 at the end of 2001, Some of these companies
may have declared bankruptey or ccased to exist during this pericd, while others wers
dropped hecause the covering analyst el Goldman Sachs. In zome cases, Goldman
Sachs ceased covering the company withont first having downgraded its ratng. A
Goldmer Sachs analyst asked whether this was the “proper protweol with respect o a

bankrupt company.”

Cominients to instizutional investers, internal observations

20



6. Retwesn July 1999 and Tuly 2001, WorldCom had Goldman Sachs's highest investmeant
rating - inclusion on the fimn’s “Recommended List.” Asnoted sbove, the
Recommended List ruling means “expected to provide price yains of at least 10
percentage points greater than the market over the nexl 6-12 months.” In Apnl 2001 a
hedge fund customer that had a shorl-term invesimunt honzon asked Governall: “weom .
.. buy sell or hold hers at [3]20"? Governali responded saving: “sell.” Three months
later, Geldman Sachs downgraded the stock ane step 1o a Market Chutperformer rating.

63.  In February 2002, a Goldman Suchs analyst rated Time Warner Telecom as a Marker
Performer at a price of §11.75. Again, this rating relates t a time cutlook of 6-18
months. On February 21, 2002, the analyst was asied DY another hedue fund that had a
clit-termm investmenl horizon ot what price he would then buy Time Warner Telecom,
the analvst wespanded: “50.23." promoting & “wow” from the investor.

g1 OnJune 21, 2001, the covering analyst downgraded the stock Exodus from a
Recommendee List rating to Market Outperformer. Both ratings fave a Ume honzon of
the next 6-13 menths. Shortly befors e downgrade, the analyst met with at lsast twa
institutional imvestors who e-mailed the analyst after their meetings:

a. An inetiiutional investor wrote the analyst en June 21, 20070 “Tawanted to wrnile a
cuick email to you to THANK vou for your candor when you cdmme (0o our
offices and aave me your teach-in on the company. You gave me the unbiased
view, told me the negatives [ neecded o know - - and basically gave me the amme

I needed to prevent my PM [rom buymg the stock [Exedus].”

=

Another imstitutional investor wrote the analyst the same day: “Tteally appraciate
vour sirgght forwand Somments on EXDS during our conversation last week,
Looks like our worst concerns were realized vesterday, Fortunately, we were able
tar get au of our last piece at around $3 and avoid the recenl cumage in the shares.
Still painful, but it could have been a lot worse. . . thanks™

63 A comment about one analystin g sales force survey wad: “His investment
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recommendatians Aave been ubysmal and while 1 understand he commumicares what he
really thinis to asele[c]t fow, his public mtings have been an embarrassment to the Grm.”
In the 2002 analyst soview process, aninvestment banking vice presiGent gave this
evalualion of an analyst: “He also understands how to snade his comments to minimizZe
the fmoact of negative comments.” Another commenier said sbouat this analyst “highly

commercial yel mainiains research inleguty.”

Drafi research reporis and expected research ratings were shared by analysts with issuers and

[
-1

5.

o,

Geoldman Sachs’s investment bankers

Goldman Sachs’s palicy permitted management ol covared companics o review draft
research reports “as lung as any response is Lmited to corection of facraal inuccuracies
or general indicarions as 1¢ the accuracy of projections.” Analysts were instnicted that
“the zralvst s recommendation paragraph, Ivestrment SUTnary, as well as any relerences
to other cumpanies meiuded in the report must be deleted prios to éistribution 1 company
management.”

Goldman Suchs’s policy further permitted analysls w give investmenl bunkers and
coverad companies 1 “heads up” on the raling o be assigned to a company after the
marks. closed the day befors » report was to issue. “You may convey the conclusions of
[pending vesearch] w IBD/Companies oulside trading hours. For example, vou can aler
bankers snd companies just before the Moming Call that you are about Lo muake a
meaningful change.”

In February 2000, an issuer whose securities were being underwriiten by Goldman Sachs
[Iver 2000] was engaged in roadshow presentations 1o polential investors. During the
roadshow peried, an analyst sent Net2000 a draft financial mocel for the company. The
iwsucr then complained to Guldiman Sachs’s investmenr hankers that the analvst “did net
build a separate model for GS in suppert of vur roadshow . . [and njow our concer is

thar while GS's cnrrent estimates [iL within our forseast, there is very little room [or czror.
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Specifically, T am requesting that GS eslimate a 560M negaive EBITD A instead of the
current $37NV. Our proposed estimate rasults in only a 1% sushion. Tthink this will
ensure thar evervone's interest and ceedibility {s pretected.” The snalyst changed the
modz] to incresse the nezative EBTTDA, bul rot as much as reguested by the ISSUeT.

Tn March 2001, one of Goldman Sachs’s Hong Kong-based rosearch analysis was
preparing to issue a sector report on the global underwater communications lines
incustry - predicting price erosion for companies it that business, An mvastment bunker
suggested thar the Research Division get input from certain issuers “BEFORE Lhiz picce
is published.” Covemnuli responded: “we waouldn’t think of publishing this without direct
input from the company and their review of the report.”

In Seprzmber 2000, following news of a possible merger between bwo large
telecommunications providers, Govemnall wrote a research report on one of the
companies. Because thul company was on a list of companies for which Goldman Sachs
was Lhen providing advisory services (which could raise regulatory and other issues), he
first “had to talk to our bankers and [[a]wysrs bufore it went out.”

Goldman Sachs initiated research coverase of Ameazon.com on November 11, 1999, The
previous day, an analyst sent o Amazon 4 “nearly final draft™ of the inital research
reporl. The drafr did not include the rating to be assigned by (Goldman Sachs, but did
incluce the analyst’s evaluative comments and his financial models sbout the compary.
Amazon responded with requests Lhal the analyst chunge scime phrases. Most of hesc
comments were incorperated by the analyst belore submitting the research repoit to the
firm's compliance department.

Goldman Sachs initiated ressarch covorage of Internet equipment provider Egquinix oo
August 17,2000, A dratt of the research call note that omitted the pree targer and
omitted the Marker Outperformer rating in all places except one was sent 1 the company
by the analyst on August 16 for comments before L wags publicly rzleased.

In ar Auzust 22, 2000 e-mail, comed Lo an analyst. an investment banker writes:

[
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“Tanalysls] had a meeting with [WebEx] yesterday (which [ attended part of). We
dscussed initarion strategy and decided that likely w initule (probably MO, na price
rarger) shortly with a note W be followed with 4 report by and of next week (given
additional info from vestesday’s meeting and desive To itarate a bit with the company).
[WebEx] was more than nappy with that approach as felt be beneficial te stock price to
stagoer good news.

On January 19, 2001, WabEx management wrole to the analyst: “As discussed, Twant
NO mention of anv funding issues in Lhis written report. [ ield you if people called and
asked why vour plan shows a need for modsst [unding, you can verbally tell them thal
management Helievas they have adequate funding and it is probably bucause
manageme[nt] kas a less conservative plan than you do.” The analyst respondad, wilh an
atluched ravised repors: “The webx [sic] funcing 1550es i3 & key urca of nivestor concem.
as such will remove any mention from the 1op section of the note, but will address itin a
munner this |sic] is consistent with vour recommendation for verbul responses to client
inquaries in a later section. To exclude it completely detracts fram the intention of the
note, which 13 to address key investor concerns upfront and then give Lhem a reason to
buy the stoek.” WebEx munagement responded: “Thank you, "This is much hetter. The
other note said the company has o funding problem, but we think il isn’L very Dig. This
savs that the company belicves it has emough funds, but thers conld be a problem: and il
there is it will ke mimer. Thanks again (or the change.” The research report was issued
on January 22, 2001

In April 2001, an analvst sent a raft research report to Global Crossing Lid, in advance
of public release of the tepert. She rcecived “extensive comments” from company
officials. The analyst wrote Governali that she had “included [the issuer’s] extensive
comments. .. [ also said we had slightly smoothed the negative edge (emphasis section
ap front and text) [tum when they saw the report.” Moreover, the analyst saic she

“promised them 1°d re-email the final repor: lonight so they could see our changss.”

24



Despite all this, the issusr s ullivars were still concerned and wanted to lalk o Governall
“ei that “sueh an importart inéustry report which is going have profonnd implications’

will be to their ikang.”

Goldman Sachs’s investmeni banking division huad input into the hiring of Goldman Sachs’s
4 .
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B.

analysts

Recmutmen: of analysts involved input from inveslmen: hanking among orners.

M January 2000, an enalyst and an mvyestment banker stated that hecauss Goldman
Quchs’s research resources weare inadeguara in a particular SECTOr lhey needed to “[hlelp
prevent Goldman, Sachs & Co. from rming away substantial revenue business ™ They
propesed thar a European analyst be reasaiened temporanly to cover the LS. sector umlil
a permanent analyst in the U.S. was hired.

In March 2000, Goldman Sachs was considening hining an analyst from a eompeting [inm.
The day the candicate came o Goldman Sachs 1o interview, his tirst interview of the day
wis with en investment Danker.

an uadated Galdman Sachs chart listed analyst openings in cach of the firm’s tescarch
seclors. For each vacancy, the chare lists o corresponding “TBD Action Step.” For the PO
Hardware scetor, research was ready o nire 4 candidate, but had to “[clheck wath 1BD
weam - . . comfort level with proposed analyst expeticnce.” In the ComumTech sector,
thers was [c|ancam whether IBID will be comfortable with ‘development lime penod’
(ic.. hanging up lo speed an intemnal hure and resulting suspensicn of coverage).” In
Wireless Services. one offer had heen extended bur, because the otfferee also wantad to
bring with kam to Geldman Sachs two azsociores and cne assistant, “IBD approval [wus]
raquirsd for the jinior eam hite. Equines is OK.” [ the publishing secior, & turgeted
replucement had been identitied, but “IBD approval requirediconfirm with [mvestment
banker.]” For Teipei Head and Commilech, a written offer requirsd “IBD approval.”

GOLDVAN SACHS SUPERVISORY PROCEDURES.




Sorne supervisory procedures were in place, but conlacts hetween investinent banking and

51,

research were not awdequately montioreid

Goldman Sachs’s pelicy permitad u.nzﬁj,sts o “respond (o genenc reguests or company
or industry irformation from members of the Investment Bankimg Division, For all other
requests. the analvst should ask the banker whether the rugucst has been clearsd by
Research Manugement. If the request has nol been clezred by Research Management, the
analvst must wait until the banker has the appropriate clearance bofore responding 1o e
request.”

In weneral, during the Relevant Penod, Goldman Sachs Tuiled to adopt sufticient
procedures and processes Lo cusure that the interaction betwesn research analysts and
investmenl bankers or covered compeniss did not expose analysts Lo pressuces or
influences from invesiment banking or covered COMpEnIas.

While one tole of ressarch analysts was Lo produce objective research. Goldman 5achs
also encouraged some analysts 1o part:icipate in investment bank ng-related activities. As
a result of their participation in investment banking-related activilies, thase ana ysts wers
suhiect o pressures or influcnces from investment danking anc coversd companies.
Coldman Sachs hac knowledge of these pressures or influences yel luled adegnately to
manage them to protect the objectivity of the fimm’s published research,

Goldman Sachs’s policies during the Relevant Period proaibiied “conveyling] the
conclusion of peading reseurch to anyone whe coes not need 1o know” (including
bankers and covered companies), required thar analysts only “disseminatc materal
raszarch . . . via a written product through the regular channels.” and proscribed
dizcussing “‘material’ pending research™ which “could include initiations of coverase and
changes in ratings, estimates, or price turgers” with enyone outside the fum or investment
harkers. On cerain occasions, these policies were nol consistently followed by analysts

at the frm.
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Some supervisory procedures were not adequale
The procadures or mechanism:s in place to monilor or supsrvise communications
(including e-mails) between invastrment bankers and research anglysts were not adequate.
Sirnilarly, the procedurss or mechanisms Lu momitor O SUpSTVise COTUIUNICATIONS
benween analysts and covered companics wers 1ot adeguale. Additionallv. thers were
inadequare procedurss or mechanisms 10 rESiNcL, moniter, or supervise e-mail
conununicarions sent by analysts from their heme e-mail addresscs.
SUNMARY.
Goldman Sachs portrayed its rasearch as olqcctive.
At she same time, the reputation and invelvement of its analysts in mvestment banking
activities was, al lines. a factor uaad to solicil investment banking business. Analysts
assisted in evaluarting and marketing cartam investment banking businzss. Golcman
Sachs implemented a varisty of programs Lhat resnited in close cooperation beiween
research analvsts and invesiment bankars in certain aspects of their work. These included
the research aisninent initiative, considerstion of investment banking comments i)
performance evaluations of analysts, development ol business plans. 4 firmwide award
for cross-selling, and analyst-created lists of investment banking transaclions in their
sectors. AT times, amalysts assisted investment banking by identitying potential
investment banking ooportunities. assisted fn pitehing investment banking business, and
assisted it marketing securities being underwritien by Goidman Sachs.
Goldman Sacks research was subject to pressures or influences by investmenl banxers.
Az tines, bankers were allowed Lo review and comment on research reports and pressured
analysts about the Goiing to nitiate covernge on specific issuers. At least one unalyst felt
it was sometimes difficult to voice strong cpinions. Some pitchbooks Lo issuers described
haw analysts assisied investment banking efforts of the irm in prepacing for an
underwriling and sssisting in markating TPO securitics. lssuers sometimes were told

which analysts would be assigned w cover their companies and a list of thal analyst’s
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matings lor other companies.
Tnvestment barkers had input into decisions regurding the initiation and termination of
research coversge on particular issuess, At times, Research soughl zporoval from
investmenl bankers before dropping coverage and investmenl bankets siggested ceriun
iwsucrs that Research should be covering. In some instances, analysts dropped coverages
f issuers without first having downgraded the mating.
Drraft reseurch reports and expected rulings sometimes were shared by analysis with
imvearment banksss and issuers. i some cases, analysts made changes Lo deall ressaren
reparts afler getting feedback from fssuers. lvestmenl bankers alze had input inle the
hiring of Goldman Sachs analysts.
Geldman Sachs did not adequately monitor contacts betwesn rescarch and imvestment
banking. In some cases, the supervisory procedures were nat adeguate. The procedurss
in place to moniler conumunications between analysts and investment banksrs or coverad
companies were not acequale.
V.
CONCLUSIONS OF LAW
Pursuant to Tennessee Code Annctated § 43-2-115(n), the responsibilily [or the
sdministralion of the Act is upon the Commissiorer. The Division is the lawTul agent
through which the Commissioner discharges this responsibility.
Goidman Sachs failed to ensure that analysts wha issued research wers adequately
insulated from pressures and intluences from coversd companies and inveslment
bankine. This conduct was a éishonest or unethical practice under Tennesses Code
Annotated § 48-2-1 L20a)(2)(F), and provides grounds upou which the Commissioner
may enter this Consent Ovder.
Goldmun Sachs tailed reasonably to supervizsc its employees Lo ensure Lat its analvsta

who issued research were adequarcly insulated from pressuies and influences from

24



covered companies und investment banling ws 1ol red by Tennessee Code Annotated §
43-2-112(2)(23(T. Thiz conduct provides grounds upon which the Conumissioner may
enter tus Cansent Order. -

Nothing in this Qrder shall be construed as a finding or admission of fraud.

-] =

Y.
ORDER

NOW, THEREFORE. on the basis of the Findings of Fucl, Conclusions of Law, and
Goldran Sachs’ waiver of it risht 1o a hearing and appeal under the Tonnessee Secunties AT
and Ternessee’s Uniform Administratve Procedurss Act. Tennessee Code An notated 4-3-101 el
ergy.. Croldman Sachs” adimizsion of jurisdiction of the Commissioner of Commerce and
Insurance. the Commissioner finds that Goldman Sachs, for the sole purpose of setrhing this
matter, consents Lo the eatry of this Order prior Lo a heanng and without adoutting or denying
any of the Findings of Fact or Corclusions of Law. The Commissiorey further finds that this
Order is appronriate, in the public interest and nocessary for the protection of investors.

IT IS HEREBY ORDERED, pursuant 1o Tennessee Code Annctated § 48-2-116(a) of
the Tennesses Scourities Act thal:

1. This Order concludes the investigation by the Tennessee Securitics Division and any
ctier action thar the Division could commence under the Act an behalf of the state of

Tennesses 25 it relates to Goldman Sachs, rslating to certain rescarch or banking practives

at Coldman Sachs

2. This Order i+ entered into solely for the purpose of rasolving the inveslization iaitiated by
the Tanmessee Securitics Division, and is not intended to e usad for any other purposs.
3. Goldman Sachs will CEASE AND DESIST from violating T.CAL 58 48-2-112(a)(2)G)
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and (1) in cannection with research practices refercnced m this Creder, and will comply
with T.C.A. §8 48-2-112(G) and (7), in conmection with the reszarch practices rzlersneed
in this Order and will comply with the ynderakings of Addendum A incorporated herein
by reference,

If payment is not made by Geldman Sachs or il Goldman Sachs defaulls in any of its
obligations set forth in this Order, the Commissioner of Commerce and Insuzance may
vacale this Order, ar its sole discretion, upem 10 days notice to Goldman Sachs und
wilhout opportumty for administzative heanng.

This Order 3 not intended by the Counizsioner of Conunerce and Inaurance to subject
any Covered Persen 1o any disqualilicarions under the laws of any state, the Dustricl of
Columbia or Puerte Rico (collectively, "State™), including, without limitatien, any
disqualificarions fram relying upon the State registration examptions of State safe-harbor
provisions. “Coverad Person” means Cioldman Sachs, or any of 1ts officsrs, directors,
affiliates. current or former employees, or other pemsuns that would otherwise be
disqualified as a result of the Orders (as defined below).

The SEC Final Judement, the NYSE Stipulation and Conseai, the NASD Letter ¢f
Acueptance. Waiver and Consent. thig Order and the arder of any other State in related
proceedings against Goldman Sachs (collectively, the "Orders”) shall not disqualily any
(Covered Person from uny business that they otherwise arz qualified, licensed or pern teed
to perform under the applicable laws of the state of Tennesses and any disqualifications
from relyimg upon this state’s registration exemptions or safe-harber provisions that anse
from the Ordess are hereby waived.

For any persen or entity not a party to this Ouder, this Order does not bzt or eredte any



private rizhts or rzmedies against Goldmar Sachs including, without liritation, the use of
anv e-mails o1 cther decuments of Croldman Sachs or of others regarding research
practices, limit or create lability of Goidman Sache or imit or create defenses of

Goldman Sachs o any claims,

jweal

MNothing herein shall precinde the State of Tennessee, its depacments, agencies, beards.
cormmissions, autherities, politcal subdivisions and corporations, other than the
Temmesser Securties Division and anly to the extent set [urth 1 paragrapn | apove,
(collectively, "State Entities™) and the officers, agents or smployees of State Entitics fzom
asserling any claims, causes ab action, o up__ulinatil‘ms for compensatary, nominal andior
punitive damagss, administrative, civil, enminal, or injunctive relief against Goldman
Sache in connaction with certain research and/or banking practicss at Goldman Suchs.

¥
MONETARY SANCTTONS

[T IS FURTHER ORDERED, ADJUDGED AND DECREED that:

A3 a result of the Findings of Fact and Conclusione of Law contained in this Order,
Goldman Szchs shall pay a total amount of §1 10,000,000.00. This total amount shall be paid as
specified in the SEC Final Judgment as follows:

1. 525.000.000 o the states (30 states, plus the Dhstrict of Columbia and Puerte

Rico) (Goldman Sachs” offer 1o the slate sscurities revulators shall ke called te

“state settlement offcs™).

[ ]

Upon execution of this Order, Goldman Sachs shall pay the sum of 438366 of
this armonnt to the Tennessee Securities Division a3 a ¢ivil penally pursuant ta
T.C.A. §48-2-112(d). Said amount shall be made by check payable Lo the

= Tennessee Department of Copumerce and [nsurance and mailed 1o the

-



artention of:
Broker-Dealer Registrativn Section
I'ennessee Securities Division
500 James Robertson Parkway
Nashvyille, Tennessee 37243
3 The total amount to be paid by Goldman Sachs 1o state securitics regniators
pursiant to the stale settlement offer may be reduced due to the decision of any
state secumiries regulalor not to accept the state settlement offer. In the cvent
another state securities reeularor determines not to accept Goldman Suchs’ srate
seftiement offer, the total amonnt of the Tennessee payment shall nol be affacred.
and shall remain at 5425 360,
4. $25.000.000 as disgorgement of commissions, fees cnel other monies as spocifiea

in the SFEC Firal Judgment:

3. £501.000,000 to be used Lor the procurement of independent research, as descr ped
in the SEC Tinal Judgment, and

f. S10,000,000, to be used for investor educalion, as described in Addendiom A.
incorporated by reference hecein.

Goldman Sachs zgress that il shall not seek or aceept, dirsctly or indirectly,

reimbursement or indemnification. inciuding, but not limited ro payment made pursuant to any
insurance palicy, with regard o all penalty amounts that Croldman Sachs shall pay pursuart o
this Orcler or Section I1 of the SEC Final Judgment, regardless of whether such penalty amounts
or any parl thereof are added to the Distdibution Func Account refarred to in the SEC Final
Judgment ur otherwise used for the benelit of investars. Geldman Sachs further agrees that 1l

shall not claim, sssoot, or apply for 2 tax deduclion or tax credit with regard fo any state, federal

Led



or local tax for any penalty amounts that Goldman Sachs shall pay pursuant lo iz Order or
Section [T of the SEC Final Judezment, regardless of whether such pendlty amounts ur any part
therenl are added to the Distribution Fund Account referred to n the SEC Final Judgment or
atherwise used for the henefi: ol investars. Goldman Sachs understands end acknowledges thit
these provisions are not intended to imply that the State ol Tennessee would agree that any cther
anenines Goldman Sachs shail pay pursiant to the SEC Final Judgment may be reimburscd or
indemnified {whether pursuant to an insurance policy or otherwise) uncer applicable law or may
be the basis for anv lax deduction or tax credil with regarc o any srate. faderal or local tax.

This Order and any dispute related therero shall be construed and &n forced in accordance
with, and govened by, the laws of the state o Tenressee.

IT 1S ORDERED that this Order represents the complete and final resolution of, and
Cisgharge with respect to all administrative and civil, claims, demuands. actions and causss ol
action by the Commissioner of Cormnmerce and lusurance zzainst Geldman, Sachs & Co. lor
research ané banking neactices during the Relevant Period which may be deemed violuicons of
the Act.

This Conscat Order is in the public interest. represents « compromise and sebilement of
the controversy betwsen the narties and is for setrlement purposcs only. Bv the signatures
affixed below, Goldman, Sachs & Co. aflirmative!y states that it neither admits nor demics the
findings of Fact and the conclusions of law contamed herein, that 1t has freely wgeed to the entry
of this Consent Order, that it waives its doht to a hearing on the matzers underlying (ms Consent
Order and 1o 4 review of the Findings of Facl and Conelusions ol Law contained herein, and that
no threats or promises of any kind have been made by the Commissicner, the Division, or any

agent o reprasentative thereol. The parties, by signing this Consent Order, atfinmarively state



their agreement to be bound by the terms of this Conscar Order and aver that 7o promises oT
offers relating o the circumstances described herein, vther fhan the terms ol sertlemeant set Tarth

in thiz Conzent Order, ars binding upen them.

ENTERET this ?)'rcl. d::'L'_'y' of —Q&JIMQ—' 2003.

Paula A. Flowers, Commissioner
Department of Cemmerce and Insurance
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Approved for Enlry:
Tennessee Secuntes Division

By: Diple g, Le f,?:“{"'
Draphnie D, Sourh
Aszistant Commissioner for
Securilies

&ﬁﬁiﬁfj— =W >

Dr'ﬁill¢id BussFeaamelDin (15262)
Counsel Tor Petitioner

Department of Commerce and Tnsurance
Davy Crockett Tower, 3" Fluor

SO0 Jumes Robertson Pukwa}
MNazhwille, Tennessse 372413

(613 T41-2199
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CONSENT 1O ENTRY OF ADMINISTRATIVE ORDER BY
GOLDNAN, SACHS & CO.

Gelémen, Sachs & Co. hereby acknowledges that it hes been served with a copy of tiis
Administiztive Order, has read the forewoing Order, is aware of ils tizht to a hearing and appeal
in this matter, and has waived the sume.

Goldmun, Suche & Co. admits the jurisdiction of the Commissioner of Commerce and
Tnsurance, neither admits nor denies the Findings of Fact and Conclusions of Law contained i
i Oirder: and consents 1o enlry of this Order by the Comumissioner of Commerce and Insurancy
as sertlement of the issues contained in this Omder.

Gioldman. Sachs & Co. states that no promise of any Xind or nature whatscever was made
to it to induce it t enrar inta this Order and that it has enterad into this Order veluntarily.

Ciregory K. Palm represents that he is a Managing Dircetor and (reneral Counsel of
Cioldman, Sachs & Co.and that, as such. has been authorized by Goldman, Sacns & Co. to enter
inte this Order for and on behall of Goldman, Sachs & Ce.

d 5 |
Dated this zn dav of 5 < {}W 203,

Goldman, Sachs & Co.

/AYAN

ki I =
By (iregory K. Palm
Title: Munaang Director and General (Zounsel

Gad
SUBSCRIBED AND SWORN 10 hefore me this £ day o Sepdemban_annz.

Notary Public

My Commisaion expires:

STEPHAMIE = v
Motary Public, State af e Tork
Tlo QrwHEITZET
Shyalified in Mew York Counly
Cammizsion Expires March 3, 2004



Addendom A

The [lirm shall comply with the following undertakings:

1. Separation of Reseurch und Investment Buoking

|. Reporting Lings. Rescarch and nvestment Banking will be suparate units with
entitely separate reporting lines wilhin the firm - e, Resea rch will nol Tepoit
directly or indivectly ¢ or throngh mvestment Banking. Tor lhesc purposes, the head
of Research may report to ar through 1 person or persens to whom e head of
Tnvestment Banking glse reports, provided thal such persom or persons have no direct
responsibility [or Investment Banking vr investment banking activitigs.

L)

As used throughonr this Addendum. the term “linm”™ means e Rezspondent.
Respondent's sucesssors and assigns (whieh. for these purposes, shall include
a successor or asaign to Respondent’s myvesimenl banking and ressarch
operations), and their alfiliates, other Lhan “exzmpt investmicnt adviser
affiliates”

As used throughont this Addendum, the erm “saeinpt invesiment adviser
aitiliare” means an invesiment adviser afliliate {including lur tiese purposes,
& separulely deorifiable depuriment or division that iz principally sngaged 1
the provision of investment advice to managad accounts us governad by the
Investnent Advisers Act of 1240 or investment companias under the
Investment Company Act of 1940) having no officers (or pussons paricrming
similar funetions) or smployes in common with the firm (which, or purposes
af this Section L1.b, shall not include the investment adviscy atfiliare) who
cun infuence the activites of the firm's Rescurch personnel or the conlent of
the firm s research reports; provided thar the firm (1) meaintains and enforcss
wrilten policies and procedures reasomably designed to prevent the firm. any
controlling persens, officers (or persons parforming similar Zunctions), or
empluyces of the firm from inflnencing or secking to mfluence the wolivities
of Research personnel of, or the content of research reports prepared by the
investment acviser affiliate; (i) chtams an anneal independent assessment or
the aperation ol such policies end proceduras; and (ii1) does not frmisn to its
customers research reports prepared by the investment adviser allFhate ar
otherwise use such investment adviser affiliate to do indirectly what the firm
Ty et do i ectly under this Addendurm.

As used throughount this Addendum, the rerm “Investment Banking” means all
firm personnel engaged principally in investunent banking aciivities, including
the solicitation of issuers and structuring of public clfenng and other
investment sarking transactions. It also includes all firm personnel who ws
directly or indizectly supervised by such persons and all permonnel who



direc:ly ur indirsctly supervise such persons, up to and including Investmen:
Banking management.

Ag used throughont this Addendum, the lerm R esearch™ means all fim
sersommel engaged principally in the prepararion and/ur publication of
research reports, including firm personnel who arc directly or indirectly
supervised by such persons and those who diractly or indirsetly supervise
such persons, up Lo anc ncluding Research management.

As used throughout thiz Addendum, the tam “research report” means any
writien (including alectronic) communication Lhat i3 fiumished by the [irm to
‘westors in the U.S. and that includes un analys:s of the commen stack, any
security convertible inin common stock, or any derivative thereof, including
American Depositary Receipts (collectively, “Securities), of an issuer Or
issuers and provides infermation reasonadly sullicient upon which Lo base an
investment cecision; provided. however, that a “research report” shall not
imclude:

i, the fellowing communications. 1f they do not include (gxcepl as
specified below) an analysis, recommendation or rating (e.g..
buy/zell/held, under perform/market perlorm/cutperTon,
anderweighymarket weight/overweight. etc.) of individual securities
O 1ssusTs:

1. reports discussing broad-based indices, such as the Russcll
000 or 8P 500 index;

2. reports conmentng on econamac, political or markst
(including wading) conditons:
3. technical or quantitalive analysis cuncerning the demand and

supply for a scctor, inCex ot Industry based on trading volume
and price:

4 reporls that recommend ncreasing or decruasing holdings in
P — fw =
particular industries or seciors or types of securides; and

i

sraristical summaries of multipie companies” financial data and
broad-based summares or listings of recommendations or
ratings contained in previously-issucd reseaich roports,
orovided that such summarics or hsungs do not inelude any
analysis of individual companies; and

i, the following communications, even if they include inlormation
reasunably sufficient upon which to base un investment cecision or 4
recommendation or rating of individoal secunties or companies:

(]



1. an analysis prepared for 4 cutrent OF Prospeclive 1nvesting
cusiomer o group of current OF PrOspeCtive investing
customers by a tegistered salesperson or trader who is (or
group ol repistered salespursans or traders who are) not
principally engaged in the preparation or publication of
research reports: and

2. periodic reports, sulicitations or olir COMMUNICATLONS
prepared [ur current or prospective MVESLMENL company
shureholders (or similar beneficial owners of tnists and limited
partrerships) or discretionary investment aEcount clients,
provided that such communications discuss past performance
ar the hasis for previously made discrationary investment
decisions.

2, Legal/Compliance. Research will have 1ts own dedicated legal and
compliance stall, who may be a part of the firmm's oversll compliance/legul
infraslructurs.

Buduet, Forthe firm's st (scal year following the entry of the Final Judgment in
the SEC s petion apzinst Respondent in a related procecding (“Final J adgment’)
and thereafrar. Research budact and allocation of Research sxpensus will be
determined by the firm’s senicr management (2.2, CEO/Chaiman/management
commiltes, other than Investnent Banking persennel) without input from
Investment Bankine and without regard o specific revenues or results derived from
mvestment Banking, thoush revenues and results of the firm as 4 whale may be
considered in Jetermining Research bucget and allocation of Resgarcn expenscs.
On an annual basis therealter, the Audit Comuenittee of the firm's holding/parent
company [or comparahle independent persons/ group without management
responsibilites) will review the budgeting and cxpense allocation process with
respect Lo Ruscarch to ensure compliance with this requirament,

Lad

4 Physical Sepuration. Research and Investment Banking will be physically separated.
Such physical separation will be reasonably designed to pravent the intentienal and
unintentions fow of information between Research and Investment Bankiny,

5. Commpensation. Compensation of professional Reseurch personnel will be determined
exclusively by Research management and the fIrm’s 3eni0r management {hut not
mcluding Investment Bankimg personncl) using the following prnciples:

a. Tnvestmenl Banking will have no input inte compensation decisions.
b, Cempensation may not be based directly or mdirectly on Investment Banking

revenues or results; provided, howaver. that compensation may relate to the
revenues or results of the firm as a whoele.

a4
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¢ A significant portuen of the compen sation of znyons pnneipally engagsc in
the preparation of research reports (s dafined in this Addendum} that he or
shie 15 raquired to certicy pursuant to the LS. Securities and Exchange’s

E"UldL-Jn Analvst Certification “Regulation AC™) (such person hersinafter a
lead analyst’™) musl be based on guantifiabie muasures of the quality and

accuracy of the lead analyst’s - ~esearch and analysis, including his or her
ratings znd price tergets, it any. [n usscssing quality, the firm may rely o,
among other things, evaluations by the firm's invasting customers, evaluations
by the firm's sales personnel anc rankings in 17 |dli‘:_'lﬂl'lLLI]l sveys. In
assessing accuracy, Lae fimm may use the actual performance of a company or
its ecuity securities to Tank ils own n lead analvsts” ratings and price targets, if
any, and forecasts, il any. against (nose of cther [irins, as well as against
hencrmarks such as market or sector indices.

(yther Tactors that may be taken inte consideration in determining lead analyst
compensation include: (1) markst dp]Tﬂl’.’.‘l{h...!’] ol and the potential interest
of the firm's investing clients in research with respect Lo, | ne Lnchustry covered
by the analvas (i) Research mang gement’s assessmunt of the analyst's overall
mrfﬁ—narf,e ol job duties, sbililies and leadership: (ni} the analvst’s seniority
and experiance: (1v) the analyst’s product vity; and (v) the market for the
hirmg and rziention of analysts.

=

¢ The criteria to be used for compensatien decisions will be detern unzd by
Eesewch management and the firm’s senior Mansgement {(not including
lavestment Banking) and set [orth m writng in advance.

. Research management will document the basis for each compensation
decision mace wilth respect to (i) anyone who, in the last | 2 months, has been
required Lo certify a reseurch 1epert (as defined in this Addendum) pursuant W
Reenlaton AC; and (i1} anyone who 15 a member of Research management
{except in the case of senior-moest Rescarch management, in which case the
husis for each compenzation decision will be documented by the fim's seniar
management).

On an annual basis, the Compensalion Commitiee of the firm’s holding/parent
company (or comparable independent DErsON Eroup wilhout managemenl
responsibiliies) will review the compensation process for Reseurch personnel. Such
review will be reasonably desipned to ensurs that compen wsation decisions have been
made m a manner tat is consistent with these requirsments.

Evaluat.ons. Cvaluatons of Research personnel will not be done by, nor will there be

inpat from, Investiment Banking persannel,

Coverage, Investment Banking will have no inpul nto company specific coverage
decisions (1.2, whather or not 1o initiate or lerinale Coverags of a parmicular
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company in research repurls furnished by the firm), and invastment bunking revanuss
ar potential revenues will not be taken into account in MEeKIng company-specific
covernge decisions: provided, howsver, that this requiremen does not zoply Lo
calesory-hy-categery coverage decisions (2.2, & given industry secler, all issuers
nnderwriilen by the firm, companies meetng 4 certain market cao threshaldl.

Terminaton of Coverase. When a decision 13 made o terminate covirage cfa
particular company in the finm's research reports {whether us a result of a company-
specific or category-by-category decision, the firm will make available a tinal
cesearch report on the company using the means of disseminalion copuvalent to thuse
it ordinzrily uses: provided, however, that no final reportis required [or any company
a3 10 which the [inn’s prior coverage has heen limited to purely quantitative analysis.
Such tepert will ke comparable to prior reports, unless il is imprecticable [or the firm
to produce a comparable report (2.5, 1f the anulvet covering the company andfor
cector has left the firm), Tn any svent, the Linal ressarch report must disciose: the
Arm’s termination of coverage; and the rationale For the deeision 1o terminate

COVErige.

Prohibition on Scliciting Investmert Banking Business. Eeszarch is promibited from
partizipating in effozts ro solicit investmant hanking business. Accordingly, Reseuarch
may not, ameng other things, participate in any “pitches™ for investment bunking
business 10 prospective investment bunking clients, or have other comuminications
with commpanies for the purpose of soliciting investment banking business.

Tirewulls Borween Reszarch and Invesimert Ranking. Su as to reducs further the
potentizl for conilicts of interest or the appearunoe of conflicts of interest, the firm
must create and enfores frowal ls between Ressarch and Investmen Banking
reasamably desipned to prohibit all communicalicns bebween the Lwo except as
exprosaly described beluw:

4. Investment Banking personnel may scek. tarough Rescarch management (00 an
appropriute Jesignes with comparable manugement or control respansimlities
(“Diesignee’™) or in the presence of internal legal or compliance staff, the views of
Research personnel ehout the merits of 4 proposec rransaction, a potential
candicate for 1 ransaction. or market or indusery lrends, conditions or
developments. Research personnel may respond [0 such inguires on these
suhjects through Ruscarch management or its Desipnes or in the presence of
internul leal or compliance staff. In addiuon, Research personnel. through
Research management or its Designee or m the prasence of intemnal legal of
compliunce statf, may inidate comn nunications with Tmvestment Banking
personnel relating to market or industry trends, conditivns or developments,
provided that such communicalions are consistent in nature with the types of
commuuications that an analyst might have with investng customars. Ay
commumications betwesn Research and [nvestment Banking personnel must not
ne made for the purpose of having Research porsonnel identify specitic potential
investment banking lransactions.

(W]}
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In response to a raquest by a corumitment or similar commitiee or sUDgTouUp
-hereaf, Research personnel may communicate their views aboul a proposed
trensaction or potential candidate [ur a transaction W the committee of subgroup
lhereof in connection with the review of such tansaction or candidate by the
committes, Investment Banking personnel working on the proposed tranzaction
may parlicipate with the Research personnal in these discussions with such
cammittee or subgroup. Howsver. the Research personnel also must have an
opoortunily to cxpress their views (o e committes or subgroun outsids the
presence of such Investment Banking personmel.

Eescarch personnel may assist the firm in confloming the acequacy of disclosure
in offering or other disclosure decuments [or a transaction Dased on the analysts’
commurications with the company and other velting condicted ouside the
presence of Investment Banking personmel, but o The extent copumunicared 10
[nvesiment Banking personnel, such communication shall enly be made in the
presence of underwrilers” ar ather counsel en the transaction or internal legal or
complance staff.

Afler the Frm receives an investment banking mundate, or in connection with a
black bid ar similar transaction. Reseerch personnel may (i) comunanicate therr
views on the stucturing and pricing of the transaction t personnel in the firm's
equity capital markels grocp, which group’s principal job responsibility i1s the
pricing and stucturing of transsctions (including by participating with the [irm’s
anuity capital markels group in the preparation of internal-use memoranda and
other oftorts 1o ecucate the sales forea). and () provide to such personnel olher
information obtained from mvesting customers relevant te the pricing and
structuring of the ransaction.

Rescarch personnel may allend o partcipate n a widelv-attended conletence
attended by Investment Banking personnel or in which Invesunent Banking
perscune! participate, provided that the Research peisonnel do not participale in
activities otnerwise prohibited hersin.

Research end Tnvesunent Banking personnel may atend or participate in widely
sriended firm or regional meetings az which mallers of general Tirm interzsl are
discussed. Bescarch management and Investment Bunking management may
attend meetings or sit on firm management, risk or similar commiitess wl wiich
general business and plans (imcluding those of Invesiment Bunking and Research)
and pther matrers of general firm intesest are discussed. Ressarch and Investoent
Ranking personnel may communicate wilh each other with respect Lo legal or
compliance issnas, provided that internal legal or compliance atatf is present.

Communications berween Research and Investment Danking personnel that are

ot telated to investment banking or research sctivitics may take place withoul
TesIriction.

¥



L1, Additional Besifictions on Activities By 2 sszeooch and lovestment Banking Persunnel

4 Research persennel are prohikited from parricipating in company or [nvestmenl
Banking-sponsorec read shows related to a public offering or other invesrmant
banking transaction,

h. Investment Banking personmel are prohibited from di recting Rescarch personnel
ta angage in marksting or szlling efforts 1o Investors with respect to an inveslment
banking lransactinn.

12, Oversishs, An oversioht/menitoring commitige or comuittess, whicn will be
comprized of rapresentatives ol Research management ard may include athers (but
not personnel from Imvestment Banking), will be created to

o review (oelorehund, where practicable) all changes in ratings, if any, and material
chamess in price targets, il eny, contained in the firm s research repors:

b, conduct periadic revisws ol research repUTLs 10 determine whether changes in
ratries or price Largers, if any, snould he considered; and

¢, rmomitor the overall quality and aceuracy of the firm's research reports;

provided, however, that Sections L12.a and 1.12.2 of this Addendum shall not e
required with respect to research reporte limited to purely guanbilative analysis,

I1. Disclosure/Transparency and Other Tssues

. Disclosurss. Tn addizion o other disclosures zeguired by rale, the fmm must disclose
prominently on the tirst page of any research report und any summary or dsing of
recommendarions or ralings contained in previous! y-iszued research reports. intype
no smaller than the type used for the text of the report ar summary or lisling, that

a. “TFinm] does and seeks to du business with campanies covered in ils researcsh
reporta. As 4 result, investors should Do aware tnat the firm may have a
conflic of interest that could affect the objectivity of this report.”

r._;'

With respect o Coversd Companies as to winch the firm is reguircd o make
available Independent Research (as set forth in Section U1 belaw):
“Customers of [firm] can receive independent, third-party ressarch on the
company covered in Lhis report, &t no cost to them. where such research s
available. Customers can access Lhis independent rescarch at [website
acidress/hvperlink] or can call [toll-free numbcer] to request a copy ot this
research.”

-
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o “Investors should consider this report as cnly 4 single Factor in making their
mvestment decision.”

Trunsparency of Analysts’ Perfonmance. The Frm will make publicly available (via
12 websitz, in a downloadeble format), no later than 90 days after the conclusion af

each yuartsr (beginning with the first full calendar quartas thal commences &t least
120 days following the entry of the Final Judument), the [ullowing informatian. if
such information is included in any research report (uther than any rescarch report
limited to purely quantitative analysis) prepared anct fummished by the firm during the
prior qUarter: subject company. name(s) vl analvst(s) responsible for certificanon ol
the report pursuant o Revulation AC. date of repurt, rating, poice target, period withm
wiiich the prics Lurzet 15 to be achicved, earmings per shure forecast(s), period(s) for
which such forscast(s) are applicable (e.2. 3003, FY D4, etc.), und

definition/explenation of ratings used by the [m.

Apolicability, Excupt as specified in the second and third sentences of this Section
1.3, the mest-ictions and reguirements sct forth in Scetions 1 [Sepuration of Reseurch
and Investment Bunking| and Section 1T [Disclosure/Transparsncy and Other [ssues!
of this Addendum will only apply i respect of a rescarca report that is both (1)
prepared by the fitm, and (i1} thal relates to either (A) + U5, company, or (B} anon
11.8. company Tor which 4 U5, markel is the principal equity Lrading market,
provided, however, that such restriciions and requirements do not apply Lo Research
activilies relating to a non-L.8. company until the second calendar quarter following
he calendar quarter in which the 1.5, markel became the principal equily tading
markst [or such company. Notwithstunding the [orezoing, Section 17 [Coverage] of
(his Addendum will also apply Lo any researeh r2port {uther than the Independent
Research made availible by the firm puzsuant to Seetion I [Indepcndent, Third-
Party Researchlof this Addenduny) that has bean furnished by the firm Lo investors in
the U.S., but not prepared by the firm. but anly to the extent thal the report relates 1o
cither {A) a U.S. company, or (B} 2 nan U8 company for which 2 1.5, market s the
principal equity trading market. Alse notwithstunding the forsuving, Section IL.1
[Disclosures] of this Addendumn will also appsy o any research report (vther than the
Independent Research made available by the firm pursuant to Section [17 of this
Addendun) that has been furnished by the fim o inveslors in the U.5., but nat
prepared by the firm, including a report that relales to a non-U.S. company for which
2 175, murkel is not the prineipal equity trading market, but oaly to the exicnt that the
report has been Turnished nnder the [itm’s name, has baen preparcd Tor the exclusive
or sale use of the firm or its customers, or has been customzed m any material
tespect for the firm or its customers.

a. For purpases of tnis Section L2, the firm will be deemed to have fumished a
research repart to (.S, investars in the TS, if the firm has made the research
report available (o investors m the 1% or has arranged for someons else o
make it available To investors in the TS, :
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P

b For puposes of this Section 113, 2 “U.5. company’ nleans any company
incorporated in the U.S. or whose principal place of business or headouarters is
inthe 115,

¢. Tor purposes of this Section [1.3. the calendar quarter in which & non-L.5,
company s “principal equity trading market” becomes the US. market is 2
quarter when morz than 30% of worldwide trading in lhe company’s common
stock and equivalents (such as ordinary shares or commaon stock or ordinary
sharss represented by American Depositary Raceaiprs) takes place in the TS,
radine volume shall be measured by publicty reporled share volume.

General.

2. The firm mav not knowingly do indigectly that which il gannot do directly
under this Addendum.

b, The firm will adopt and imnplement policies and procadures reasonably
designed to ensure that ils associred persans (including but not Lmited Lo the
firms Mnyestment Banking personnel) cannot and do nart seek w influencs the
contenls of a raszarch report or the activities of Rasearch persomnel for
purpnses of obtuining or retaining investment banking business, The fm will
adopt and implemsnt procedures mstructing T personnel 1o report
immediately to a member of the lon’s legal or compliancs stall any attempt
-5 influencs the contents of a rasearch repart or the aclivities of Reszarch
personnel for such a purposs.

Timire, Unless otherwise specified. the restrictions and requirements of this
Addendum will ke 2ffective wittun 120 days of the entzy of the Final Judgment,
except that Sections L3 [Compensation]. 1.6 [Evaluatons ), L7[Coverage],
L&[Termination of Coverage], L9 [Prohibition oo Soliciting Investment Banking
Dusincss|, [1 1 TAdditienal Restrictions on Activities by Research and Investment
Banking Persunnel|, and IL4() [General subpart a)] and IL7 [5 uperseding Rules and
Amendments] of this Addendum will be cffective wilkin 60 days of the cnury of the
Final Tudgment, and Sections I 1.1 [ Disclosurss {subpart b1] and L1l [IncependenL.
Third-Party Research]of this Addendum will be effective within 270 days of the sntry
of the Finul Judgment.

Review vl implamentation.

A The Grm will retain. at ils own exnense, an Incependent Monitor acceptable w the
Statf of the SEC, the NYSE, the NASD, the President of NASAA, and the Mew
York Attorney General's Office 10 conduct a review Lo provide reazonable
assurance of the implementation and effcctiveness of the firm’s policies and
procedures designed to achieve compliancs with the terms of this Addendum.
This teview will begin 18 months after the date of the enlry of the Final
Judgment, The Independent Monitor will sroduce a written report ol 11s review,

i1s findings as to the implementation and eflccriveness of the firm's policies and



procedures, and ity recommencations of other policies or procedures (or
amendments o cxisting policics or procedurss] 45 ars necussary arid appropriale
to achieve compliance with the requireinents and prohikitions of this Addendum.
The report will be produced to the firm and the Staff of the SEC, the NYSE and
the NASD within 30 days [rom the completion of the review. hut no later than 24
months from the date of entry of the Final Judgment, (The SEC Sttt shall make
the report available to the President of NASAA and the New York Anorney
Ceneral’ s Office upon request.) The Independent Moniter shall have the cption
1o seek an exlension of time by making a writlen raquest to the Staff of the SEC.

‘The firm will have a reasonable oppertanity Lo comment on the Independent
Monitor's review and propeszd report prior 10 1ts submission, including a
rezsonable epporrunity to comment on any and all recommendations, and to seck
conlidential Treatment of such information and recommendations sel fouth therein
' the excenl that the report conesens propristary comImercial and financial
information of e firm. This report will be subject 1o fne preteclions from
disciosure et Sorth m the rules of the SEC, including the protections from
disclosie set forth in 3 ULS.C. § 552(b) (#) and 17 C.E.R. § 200.8Q(k) (3}, and
will not constinge a record, Teport, statement or data compilation of 2 public
ol3ee or agency under Rule 803(8) of the Federal Rules of Evicence.

T'he Firm will adepr all recommendations contained in the wrillen report of the
Independent Monitor; provided. however, that as o any recommendalion that the
firm balisves is unduly burdensame or impructical, the Jiom may demonstrats WLy
the recommended policy or procedure 13, ander the circumstances, unrcascnable,
impractical andfor not designed to yield benelits commensursts with 115 cost, or
the Firm may sugaest an alternative policy or procedure dzsigned to achicvs the
same obijcctive, and submil such explanatioz and/or alternative policy or
procecize in wriling to the Independent Moritor and to the Staff of the SEC. The
firm and the Independent Menitor shall then atzmpt in aped Laith to reach
apreement as Lo any policy or procedute as to which there 15 any dispule and the
Independent Monitor shall ressonanly evaluate any altemalive policy or
procedurs propused by the frm. I[ un agreement on any issae 15 not reached, the
fizrn will abice by the detsmminations of the Staff of the SEC (which shall be
made after allowing the firm and the Independent Monitor to present arguments n
suppurt of their positions), and adopt thosc recommendations the Staff of the SEC
d=ems appropriate.

The finm will cooperate fully with the Independent Monitar in Lhis meview,
including making such non-privileged informatior and documents available, as
the Tndependent Monitor may ressonably request, andl by permitting and requinng
the firm’ ¢ emplavess and agents to supply such non-privileged information anc
documents as the Independent Monilor may reasonably request.

10



To ensnre the independence of the mdependent Monitar, the Jrm (1) shall not
have the authority Lo terminate the Indepencent Monitor wirhaut the prier wrilten
appruval of the SEC staff; and (1) shall compensats the Tndeperdent Moriter, and
persons engoged 1o assist the Independent Moniter, for services rendered pursuant
tey this Order al their reasoneble and customary males.

4

f. Forthe pedod of sngagement and for & period of three ysars [T completion of
the engagement, the lodependent Monrer shall nol enter into any employment,
consultant, attomev-client, auditing or other professional ralationship with the
A, or any of its present or former alfiliates. dirsctors, afficers, EMPLOYEES, UT
agenls acling in their capacity s such. Any entity with which the Independent
Monitor is affiliated or of whicn hefshe is a member, and any person engagec (v
assist the Independent Menitor in performancs of ns/her duries under this Orders
shall not, without prior wrilten consent of the Staff of the SEC, cuter inte any
employment, consultant, attorney-chent, auditing or other professional
relationship with the firm. or any of its present or former affiliates, directors,
afficers, employess, or agents acting in their capauily as such for the period of the
engacement and for a period of three vears alter the engagemont,

Five years after the date of the entry of the Final lucgment, the {inn shall certify
ro the Stafl of the SEC, the NYSE. the MASD, the President of MASAA, and tho
New York Atiormey General's Office, thae the firm has complied 1 all marenal
respecis with the tequirements and prohibitions set [orth in this Addendum or, in
lhe event of material non-compliance, will deseripe such matenal non-
comgpliance.

g

Superseding Rules and Amendmemnts, In the event that the SEC adepts a ruls or
approves an SRO nzle or interpretation with tas stated intent to supersede any of the
provisions of this setilement, except Section [V [Investor Education] the SEC or 3RO
rule or interpretzrion will govern with respect to that provision of the sctilement and
such provision will be superseded. In addition, the SEC, NYSE, the NASD, the Now
York Attorney General’s Ollice and any Stale that incorporates this Addendum mto
its settlement ol relared proceedings against the Respondent agress that the SEC Staif
may provide interpretive guidance with respect 1o the 72rms of the seillement, except
far Section [V [Investar Fducation], us requested by the firm and that. subject to
Coutt approval, the SEC and the firm may agree lo amend or modify any term of the
sertlement. sxcept for Section IV [Investor Fducation’, in cach case. without uny
further action or mvolvement by any other regularor in any related procesding. With
respect to any term in Section Lor IT ol this Addendum that las not been superseded
(as sct forth above) within [Tve yuuis of the entry at the Finol Judgment, it is the
sxpectation of Respondent, the SEC, NYSE, NASD, New York Atromey General’s
Office and the States thar the SEC wauld agree to un amendment or modificaion of
such term. subject w Court approvel, unless the SEC helieves such amendment ar
modificalion would not be in the public intarest.

11



Onher Oblications and Reguirements. Except as otherwise specilied, the 1equirements
and prohibitions of this Addendurn shall net relizve the [irm of anv ather applicable
legal ohlhigation ot requirement.

-0

1II. Independent, Third-Party Lesearch .

1. Oblization to Make Available. Fach year, for the pericd ending five vears afrer
the affective dawe of this Section I (a2 set forth in Scetion [1.5 [Timing] of this
Addendum), the firm will be requirad to contract with ne fewer than thres
indepencent oroviders af research (“Independer Research Frovicers”) at a tm
in order 1o procure and make available Tndependeat Research {as delined below)
ta the firm’s customers in the U.S. as set forth below, Thers is. however, To
reguirement Lthat there be at leasl thres Independent Ressarch Providers for the
Common Stack of each Covered Company (a5 those terms e defined helow;

4 For common stock and aquivalents (such as ordinary shares or common
stock or ordinary shares reprosentad by American Depositary Recerpts)
listed on a 1.5, national secusities cxchange or quoted in Nasdag (such
cacurdes heremafrer, collectively, “Common Stock”) and covered in the
firm’'s researsh reports (other than thoss limited to purcly quanirative
analysis) (an issuer of such coversd Comman Stock hereinalter called a
“(overed Company™), the firm, Lthrongh an Independent Consultant {ag
discussed below) will use its reasonable ellons w procure, and shall make
availahle to ils customers in the 1S, Independent Rescarch an sach
Covered Company’s Comenon Stock. (17 the Incependent Regearch
Providers drop coverage or do nol Limely pick up cuvernge of the
Common Stock of & Covercd Company, the firm will not be in violation of
any of the reguircments m this Secton T, and may continue to
disseminate its own research reports on Lhe Commeon Stock of the Covered
Company without making avialable any Tndependent Research on the
Common Stock of the Covered Company, if the firm takes reasonable
steps to request that the Incependent {Comaultant procure such coverage
prompily.)

i For purposes of this Secnion IT the tirm’s ressarch reports
include research repors that have not been prupared by the LI,
but only to the exrent that such reports have been [urmished under
the Lirm’s narme, have been preparsd for the cxclusive or sole use
o the firm or ils customers, or have been customized in any
material sespect for the (rm ar 163 sustomeTs.

ii. A non-U.S. company for which a (1.5, market is not the pancipal
equity trading market shall enly be considered a Covered
Company il in the calendar guarter endsd March 31,2003, orin
any subsequent calendar quarter dunng the period that the firm's
ablizarions te procure and make available Independent Research
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under this Section 1L are effective, tie publicly reporied, average
daily dollar volurme of U.5. uading i such company’s Comman
Stock (measured by multiplying the publicly reported, averags
daily share volume of (7.5, truding cizring the quarter by the
closing price per share of the Common Stock on the last day ar
the quarter), exceeded 2.3 million, and (&) the outstanding total
public float of the Commen Slock as of the last day ol such
calendar yuarar exceeded %150 million. Further, the firm’s
ublipsrion 1 procure and make available Independent Rescarch
with respect to such company snail betome ¢lfective at the later
of (a) M0 days after the end of the calendar quarter in which the
company mel the foregoiny tracing and public fleat tests; or (b}
the elfeetve date of this Section IIL

For prposes ol this Section IIL ladeperdent Rescarch means (1) a
research repor prepered by an unatfilisted person or enlity, o [1i} &
statistical or clher survey of analysis of research rcoorts (including ralings
and prics 1argels) issued by a broad runge of persons and colities,
including persons and entities having no association with investment
bumkine activitizs, whicl survey or analysis has been prepared by an
unaffiligied person or entry.

The firm will adopt policies and procedures reascnably cest gned (0 ensurs
that. ‘n connection with any salicited order for 2 customer in the L5,
rzlaring to the Commen Stock of a Covered Company, and if Independent
Research on the Coversd Company's Common Stock is available. the
registersd representative will have informed the custemer, during the
solicitation. that the customer can recelve [ndependent Resuarch on the
Covered Company’s Common Stack at no cost (o the customer (the
*Nuotice Regairement”).

Mobwizhstanding the forageing, the Notice Requirement will not apply to
(1) the selcitation of an insttutional customer (an entity other than a
natiral person having ar least S10 millian mvested in securities in the
aggrsgale in its portfolio und/or ander management) unless such customer,
atter due notice and oppotunity, has advised the firm that it wishes Lo
nave the Notice Requirement apply to it (any customer who has not so
advised the firm is hereinafter referred 1o as 2 “Non-Parlicipating
Trstitalional Custamer™); (ii) arders as to which discretion was exercised,
purzuant to 3 wrinen disuietonary secount agraement or writien grant of
trading authorization; or (i) a splicitation by un entity affiliated with the
Respondenr if such entily does nat furnish (0 i1s customess regearch
rzports under the lirm’s name, prepared by the fiom [or the exclusive or
sole use of the firm or its customers. or research reports that have been
customized in any material respect for the firm or its customets.
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Each trade conf rmation sent by the Reapondent o a costomer with respect
+a an order as to whicl the Notice Requirement applies will sel furth (or
will 2e accompanied by & separale statement, which shall be considered
past of the confirmation, that will set forlh), as of the tme the trads
confirmation 1s uencrarad, the matings, if any, contained in the lirm’s own
research reports and in Independent Research procured for the firm with
respect to the Common Stock of the Covered Company that 15 the subject
af the order.

Fach periodic account statement sent by the Respondent (o 2 customer :n
the 1S, that reflects a position in the Comman Stock of a Cavered
Company will set forth (or will De accompanied by & separate statement,
which shall be considered par ol the penodic account statcent, thar will
set forta), as of the =nd of the penad covercd by the starement, the ralings,
if umy, contained in the firm's own research reports und 1o the Indzpencent
Researcn made available by the firm en the Commen Stock of each such
Coversd Company: provided, however, that this requirernent will not
anply to Non-Participating Institutional Custoniers or discretionary
accounts.

Notice of the availability of Indepencent Research on Covered
Companies’ Commen Stock will also e meluded prominently in the
pericdic account statements of the Ruspondent’s cusiemers in the U5, in
the firm's research repurts, and on the fimm's website.

e firm will make the Independent Research available to 1ts custemers in
the .S, using, for encn customer, the means of disseminalion equivalent
to those it uses to provide the customer with the firm's own resgarch
repurts, unless the firm and customer agree on another means of
dissemination: pruvided, however, that nothung herein shall require or
authorize the firm o comply with the Notice Requiremenl or maks
availadle or disseminate Independent Research at a tme when doing so
wiuld viclate Section 3 of the Securines Act of 1933 or the other
previsions of the [ederal secunties laws ot the mules and regularions
thercunder. 1 and o the extent the firm s able to make avalable or
disseminate its own research reports on the Commen Stock of a Covered
Company pursuant o Rule 137, Rule 138(a) or Ruale 13%9(a) undar the
Securities Act of 1933 and in rehiance on Regulation M under the
Securlics Exchange Act of 1934, then the firm is alse authonzed and
required 1o make wvailable v disseminae Indepencent Rescarch on the
Common Stock of such Covered Corpany (even if the Independent
Research does not meet the reguirsments of such Rule). Notwithstanding
this Sectdon [11.D, if the firm determines, becmise of legal, complisnes or
similar concemns. not to Furnish or make availaole its own rescarch reports
on the Commen Stock of a Coverad Compuny For @ limited period of time,



it shall not be required to make available the Indepencent Research on
such Covered Company [ur such period vl me.

i, Tf, during the period that the firm’s okligations Lo procure and rmake
availabic Independent Rescarch under this Section 111 are eflcctive, the
Firm rerminates coverage of the Common Stock ol & Coversd Company,
the firm, throush its Tndependent Consultanl, will make reasonuble offons
Lo continue to procure and malke avaiiabla | ndspendent Rescarch on the
C'ommon Slock of such company For a period of at least 18 months alter
termination of coverage (subject to expiration of the firm's vbligations
nnder this Section [,

. The firm will not be respansible or liable for (i) the procursment Cecisions
of the Independent Consultant (as discussed in Section 1.2 [Appuinlment
of loclependent Consultant to Oversee the Procuremen! of [ndependent
Fesearch] of this Addendum) wirh raspect Lo the Independent Rescarch.
(i) the Independent Rusearch or irs content, (1) cuslomer transactions, te
the extent based on the Tndependent Research, or {1v) claims arising trom
or in conmection with the inclusion ol Independent Rescarch ratings in the
Srm's confinnations and periodic account stalements, 1o the xient such
claims are based on thosa ratings. The firm will not be required to
supervise Lhe production of the Independenl Rusearch procured by the
Indepencent Consullunt and will have ne responsibility Lo comment on the
content of the Independent Rusearch. The firm may advise it cuslomers
of the foregoing in ils discretion.

k. The indspendent Consulrant will not be liahle for (i) ils procuirement
decisions, (ii) the Independent Researca o1 iz content, (111) custoimer
transactions, to the cxtent hased on the Independent Rescarch, or (iv)
claims amising from or in connection with the inclusion of Independent
Ressarch ratnes i the firm's confirmations and penodic account
staterments. 10 the extent such claims ars dused on those ratings. unless the
Independent Consullant has carried out sich duties in bad faith or with
willful misconduct. The firm will indemnify the Independent Consolrant
for any liability afsing trom the Independent Consultant’s good-faith
performnance of its duties as such.

2 Appointmen: of Idenencent Congultant to Oversee the Procurement of Indepeodent
Research. Within 30 days of the entry of the Final | udgmenl, an Independent
Consultant acceplatle to the SEC Safl, the N Y5, the NASD, the President of
NASAA, the New York Attarney General and the firm shall be named W overses the
procursment of [ndependent Research from Independent Research Provicers. The
Independent Censultant will have the fnal authority ([ollowing consullation with the
firm nd in accordance with the critena set forth in Section 0.3 [Selection of
Independent Reseurch Providers] of this Addendum) to procure the Tndependent
Reseurch. The [ndependent Conzultant will nel have had any significant financial

[
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relaticnship with the firm during the prior taree yeurs anc. may not have any finaniial
relutionship with the fimm [or three years following his ar her work &8 the Independent
Consiltant. The Indepondant Consultant’s fee arrangement will be subject to the
approval of the Staff of the SEC. the NYSE, the NASD, the President of NASAA,
and the New York Atiomey General’s Office. In the event thal sn Indepencent
Comsultant must be replaced, the replucement skall be wezeptable to the Staff of the
SEC, the NYSE, the NASD, the Presidant of NASAA, the New ¥ orle Attormey
General’ s Office and the firm, and shall be subject to these same conditions.

Selection of Indspendent Research Providers. The Independent Consultant will sesk
by DTOCLTE TEsuals 1_ reports on the Common Stack of all Coversd Companies from
Independent Research Providers. Independenl Rescarch Providers may not periomm
investmen: banking business of any kind and may not provide brokerage services in
direcl and significant competilion with the firm. In adcition, the Independen
Consultant will use the Following criteda in selecting and contracting with
Inéependent Research Providers Lo provide Independent Research.

whether and to what extent the Tndependent Rasearch Provider or any of
its alfliates or associated persons is engaged in activities (including, but
ot limited 1o, activitics invalving Covered Companies or thelr secunitics ),
or has a businass or otier relationship with the fitm or any of 1ts affiliates
ar associated persens, that may conflict or c1sate the appearance ol
conflict with its orepararion and publication of the Independent Research;

b, the desitability of meltiple coverage of certain Covercd Companmes (.2.,
v size of company, indusiry sector, COMpANIEs underwritten by Lthe firm,
el )

. the extent 1o which the Independent Research Provider has a client pase
ané revenue siream broad enough to ensure (s independencs frum the
[itm;

the utility of the Indepencent Rusearch Provider's Independent Research
to the irm's cuslomers, including the inclusion of rarings and price largsrs
in such research and the extent o which the firm’s cuslomers actually use
the research; and with respect o surveys or analyses described sbove in
Seetion 11,1 h{ii). the exient ta which the Independent Research provides
customers with a means of comparing the firm's rasearch reports 1 those
publisked by other persons and entities, including perzons and ennties
having no associaton witl investment banking activitics;

-

E_'.'l

the quality and accuracy of the Independent Ruscarch Provider’s past
research, including during the rerm of the Independent Consultant’s
lenure;
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¢ the experence, experliss, reputation and gualifications {including, as
appropriuie, registrations) of the Independent Reseurch FProvider and its
personnel; and

the cost of the Independant Research, especially in light of the live-year

He
period set forth in Section IIL.1 abave for the fimm L make Indepencent
Research wvailable Lo ils investing cuslomens.
4. Disclosure Lapeugse [engaage substantially to the eflect set forth balow may be

V.

!J ]

used by the firm and its revistered representatives to infomm e firmn's cuslomers of
the availabilily ol Independent Research:

4. {Disclosure to customers as required by Section IIL Le [Obligation to
Malkz Available subpart ] of this Addendum.

“T'here 15 2130 independent, third-party rsscarch available on this
company, which you can get al no cost [from our website/hyperlink] or by
calling [zell-free number], or which I can arrange 1o send to you il you

world ke

b. |General website and periodic customer account stalement disclosurs as
equired by Section TL 1z, [Obhgation (o Make Avalable subpart g] of
thiy Addendumm].

“Independent, third-party reseurch on certain companies cuvercd by the
firm’ s research is availzble to customers of [fizm] at no cost. Customers
can acuess this research &t [our websitefhyperlink] or can call [toll-free
nurmber] to request thar a copy of this rescarch be sant 1 them.”

Annual Rewor-'{nw The Indeoenden: Consultant will report annually to the Stall of
the SEC. the NYSE, the NASD, the President of NASAA, and the New York
Attomey General’s Ufﬂ-_t on ils gzlection of Independent Ressarch Providers, the
Independent Research it has procured. Lthe cost of the Independent Rescarch if has
procured o date, and the Independent Conaultinl’s lees and expenses 10 date,

Investor Kducalion

General. The Frm will pay a total of $10,000,000, payable in [ive cgual installments
on an annual basis (with (e fmst puyuient o be made 30 days afier the entry of the
Tinal Judement), to funds sarmarked for investor educanon. Of this muney, a total of
$5,000.000 shall be paid pursuant to the firm's agreement with the SEC. NYSE and
NASD. The remainder of the funds sarmarked [ur investor aducatian, in the amount
of $3,000,000, chall he paid to the Investor Education Fund at the Inveslor Protection

Tust, 2 Wisconsin charitable trust, pursuant to agresment with the Board of Directors



of NASAN, to be used for the purpuse of investor education as desenbed iz Sestion
I¥.3,

2. Pavments o the Tnveslor Education Fund.

a. Az referenced in Sscion [V 1 above, the fim shall pay the amount of
$3,000,000 in [ive cgual annual installment payments as dasignated by the
NASAA Board of Directors to the Investar Fducation Fund {“the Fund™)
to be held as a separate fund by the Tnvestor Protection Trust, 411 East
Wisconsin Avenuz, Milwaukes, W 532024497, ¢fo Quarles & Brady.
The amournt for investor education e he paid by the Jom w the Fund may
be reduced due to the decision of any state(s) not 1o enter into a settiement
with the firm.

b. The firm shall make the first such installment payment within ninety {90)
cays afller the eniry of the Final Judgment. This payment shall be made by
wire transfar to the Investor Prutcction Trust at US Bank NA, Milwaoker,
WI, ABA 40735000022 tor credit for the Trust Division Accaunt 112-930-
(27, for further credit to the Investor Protection Trust Accounl Numbuer
(000123891800 togcther with a cover letter identifying the firm as a
“espondert in tais action and the payment designated for the Investor
Education Fund. The firm shall simultaneously wansnut photocopies of 113
pavment and letter to the President of MASAA, 10 G Street NE,
Washineton, DC 20002, By making this puyment, and those payments
referenced i Section IV.2.¢. below, the firm relinquishes all legal and
aquitable right, litle, and interest in such funés, and no part of the funds
shall be retumed to the firm. The Fund shall be administersd in
sccordunce with the terms of the investor education plan.

¢. The fimn shall make subsequent installment payments annually on or
hefore the month and day of the entry of the Final Judgment. Such
payments shall be made into the Tuné at the Investor Protection ' Tust as
described in Section IV .2(b).

3. Purpose of and Tomitations on the Use of the Fund.

2. The Fund (including all installment payments) shall be used to supporl
proerams desioned for the purposs of investor education and research and
educarion with respect to the protection of mvestors, and to equip
invesiors with the knowlodege and skills necessery o make moemed
investment decisions and to increase personal Snancial heeracy. The
Investor Protection Trusl, in socperation with NASAA, shall eslablish an
investor educat.aon plan designed to achicve these purposes.

[
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h. No principal or income from the Fund shall:

) inuze W the seneral fand or lreasury of any State;
(i1} be urilizad to pay the routing operating expensss of NASAA: or
(i) be utilized to,pay the compensalion Or expenzes of state
olficials or state smployzes caceprt such expenses as are
necessary to fulfill the purposes of the Tund.
Manies in the Fund may also be used Lo pay any taxes on income earmed
by such Fune. The firm shall provide the Tnvestor Protection Trust with
relevant information and mherwise cooperate with the mvastor Protection
Trust in fulfilling the Tund's ubligations under applicable law.

All lees, cosrs, and expenses incurred by the Invester Prowsetion Trast i
connection with and incidental to the perfurmance of 173 cuties under this
Addenchim, inciuding the fees, coats, and expenses of any persons
engaged to assist it and all adrumistrative fees, costs, and expenses relalsd
lo the invesior aducation plan shall be paid out of the Fund,
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